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IN THE MATTER OF THE APPLICATION 
OF CORONADO UTILITIES, INC. FOR A 
CERTIFICATE OF CONVENIENCE AND 
NECESSITY TO PROVIDE WASTEWATER 
SERVICE IN PINAL COUNTY, ARIZONA. 
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F E N N C M O R E  CRAIG 
P R O F F S \ I O N A I  CoRroR*r#o 

P H O L N t Y  

DOCKETNO. 

APPLICATION FOR CERTIFICATE OF 
CONVENIENCE AND NECESSITY 

FENNEMORE CRAIG 
A Professional Corporation 
Jay L. Shapiro (No. 014650) 
Patrick J. Black (No. 017141) 
3003 North Central Avenue 
Suite 2600 
Phoenix, Arizona 850 12 
Telephone (602) 9 16-5000 

Attorneys for Coronado Utilities, Inc. 

BEFORE THE ARIZONA CORPORATION COMMISSION 

Pursuant to A.R.S. 3 40-282 and A.A.C. R14-2-602, Coronado Utilities, Inc. 

(“Coronado”), an Arizona public service corporation, hereby applies to the Arizona Corporation 

Commission (“Commission”) for an Order granting Coronado a new Certificate of Convenience 

and Necessity (‘‘CC&N’) to provide wastewater service in Pinal County, Arizona. 

INTRODUCTION 

In June 1999, BHP Copper, Inc. (“BHP”) announced that it was closing down its mining 

operations in San Manuel, Arizona. Incidental to its mining operations, BHP also owned, 

operated and controlled a wastewater collection and treatment system serving the plant site 

operations and the community of San Manuel, which consists of approximately sixteen hundred 

(1600) residences and mobile homes (a population of roughly 4,000), and forty (40) commercial 

properties. However, the wastewater system is in need of upgrades to meet ADEQ andor other 

applicable governmental requirements or guidelines for best available design control technology.’ 

The BHP mining and processing operations at San Manuel is in closure and the company is 

transitioning these services. BHP is no longer in a position to continue long-term operation of the 

The current wastewater treatment facility is approximately 52 years old. I 
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waste water collection and treatment system. 

On November 10, 2004, BHP entered into a Purchase Agreement (“Agreement”) with 

Coronado for the sale of approximately 84 acres of real property located in Pinal County, having 

located thereon a wastewater treatment plant and related improvements used in connection 

therewith. A copy of the Agreement is attached hereto as Exhibit 1. The Agreement requires 

Coronado seek a CC&N from the Commission authorizing it to provide wastewater service to the 

town of San Manuel, Arizona. The Agreement also requires Coronado to seek Commission 

authorization for hnding Coronado’s proposed modifications and upgrades to the existing 

wastewater treatment facility currently serving residents, and the construction of a new and 

modern wastewater treatment facility. 

Pivotal Utility Management, L.L.C. (“Pivotal”), an affiliate of Coronado, has entered into 

a separate agreement with BHP to guaranty the performance of Coronado’s obligations under the 

Agreement. Pivotal has operated and managed several Arizona public service corporations. 

including Pine Meadows Utilities, LLC, Sweetwater Creek Utilities, Bensch Ranch Utilities 

LLC, Cross Creek Ranch Water Company and Verde Santa Fe Wastewater Company.’ Pivota 

has also entered into an Operation and Maintenance Agreement with BHP to operate and managt 

the current wastewater treatment facility during construction of the new wastewater treatmen 

plant that will eventually serve existing and future customers. 

Coronado intends to take ownership of the existing wastewater treatment plant, and makc 

certain short-term improvements to the facility while it constructs a new and modern wastewate 

treatment facility. Coronado is in the process of obtaining an Aquifer Protection Permit from thc 

Arizona Department of Environmental Quality that will authorize it to provide wastewater servicc 

pursuant to state regulatory controls intended to protect the health and safety of wastewate 

customers. 

On January 1, 2005, Pivotal Operations, LLC, an affiliate of Pivotal, was created to eventually take over th 
operations and management hnctions of some of these utilities. 
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Approving this CC&N application is in the public interest. BHP will not continue to 

ensure provision of wastewater utility service indefinitely due to the closure of its former 

operations. Thus, there is a present need for regulated wastewater service in the Town of San 

Manuel, Arizona. Furthermore, subject to required Commission approval, Coronado has already 

arranged for the necessary financing to upgrade existing facilities so that wastewater service can 

be provided in a safe and reliable manner, at reasonable costs to the consumer. 

APPLICATION 

In support of this Application, Coronado states as follows: 

1. Coronado is a public service corporation formed for the purpose of providing 

wastewater utility service in Pinal County, Arizona. The proper name, address and corporate 

structure for Coronado are attached hereto as Exhibit 2. 

2. 

3. 

Coronado’s Articles of Incorporation and Bylaws are attached hereto as Exhibit 3. 

The area covered by this Application includes approximately eighty-four (84) 

acres, and contains approximately 1600 residences, and 40 commercial units. 

4. The type of wastewater infrastructure upgrades, including a new treatment plant, 

and a complete description of the facilities to be constructed, is attached hereto as Exhibit 4. 

5.  Coronado’s management contact is Jason Williamson, President of Coronado 

Utilities, Inc., whose business address is 4825 E. Tennessee Ave., Suite 547, Denver, CO 80224. 

The telephone number is (303) 333-1250. 

6. Applicant’s operator, certified by the Arizona Department of Environmental 

Quality, is Southwest Utility Management, Inc., whose business address is 2102 N. Forbes Blvd., 

Suite 107, Tucson, AZ 85745. The telephone number is (520) 623-5172. 

7. Applicant’s attorneys are Fennemore Craig, whose address is 3003 North Central 

Avenue, Suite 2600, Phoenix, Arizona 850 12-29 13. The individual attorney responsible for this 

application is Jay L. Shapiro. Mr. Shapiro’s telephone number is (602) 916-5366. All Data 

Requests or other Requests for Information should be directed to Mr. Jason Williamson. 

- 3 -  
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with a copy to Mr. Shapiro’s attention, on behalf of Coronado Utilities, Inc. 

8. A new rate schedule was developed taking into consideration the existing value of 

the system, as well as cost of numerous plant upgrades that will be required to ensure compliance 

with all state, county and local regulations. A copy and description of the new tariff rate schedule 

is attached hereto as Exhibit 5. 

9. The estimated cost for wastewater system facility upgrades is attached hereto as 

Exhibit 6. 

10. A detailed map indicating the area requested by this Application, and a legal 

description of the property, are attached hereto as Exhibit 7. 

11. The manner of capitalization and methods of financing employed by Coronado 

will be through tax-exempt municipal bond loans obtained from Municipal Leasing Credit 

Corporation and granted through the Pinal County Industrial Development Authority. The 

proposed method of financing is more hlly addressed in Coronado’s concurrent Financing 

Application. 

12. 

13. 

A general Statement of Financial Condition is attached hereto as Exhibit 8. 

The completion date for construction of infrastructure improvements is estimated 

to be November 1,2006. 

14. The estimated numbers or customers to be served in each of the first five years of 

wastewater utility service to the area covered by this Application is as follows: 

Residential 

1’‘ Year: 1250 
znd Year: 1354 
3rd Year: 1420 
qfh Year: 1492 
5th Year: 1564 

15. Coronado’s estimated annual operating revenue and operating expenses for each 01 

the first five years of operation in the new area covered by this Application, more hlly describec 

- 4 -  
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16. 

17. 

Company. 

18 

in Exhibit 8, is as follows: 

WASTEWATER 

Operating Expenses Operating Revenue 

I" Year $ 883,199.00 1"Year $ 5 16,496.00 
2nd Year $902,501 .OO 2"d Year $644,794.00 
3rd Year $ 937,037.00 3rd Year $699,419.00 
qfh Year $974,833.00 4' Year $ 721,703.00 
cth Year $1,013,959.00 5* Year $748,523.00 

The plant cost projections by year for the next five ( 5 )  years is as follows: 

Plant Cost Projection - Wastewater 

1"Year - $ 225,000 
2nd Year - $3,29 1,000 
3rd Year - $3,257,000 
4th Year - $3,423,000 
5th Year - $3,489,000 

Water service is provided to residents within the requested area by Arizona Water 

Coronado shall obtain all appropriate city, county andor state agency approvals 

required to provide wastewater service in the requested area. 

19. Arizona Department of Environmental Quality ("ADEQ") Approvals to Construct 

concerning facilities to serve the requested extension area will be provided to the Commission as 

soon as Coronado receives them. 

20. Coronado is preparing to file an application for an Aquifer Protection Permit with 

ADEQ. In addition, Pivotal - which has obtained a CAAG 5 208 Plan that will be used for 

Coronado's operations - is not required to amend its current plan due to the location of the 

proposed new wastewater treatment facility. See Exhibit 9. 
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22. 

Notice of this Application will be given as required by the Commission. 

Coronado maintains that this Application is in the public interest and should be 

granted. There is a present need for regulated wastewater service in order to foster orderly 

growth in Pinal County. Further, granting Coronado’s application will help the Commission 

protect the health and safety of persons and businesses that utilize the current wastewater 

treatment system. 

WHEREFORE, Coronado respectfully requests the following: 

A. That the Commission proceeds to consider and act upon this Application as timely 

as possible and to schedule a hearing, if necessary, on this matter; 

B. That upon completion of said hearing that the Commission enter an Order 

approving application for a new Certificate of Convenience and Necessity, which shall include 

the geographic areas requested by this Application as shown in Exhibit 7; and 

C. That the Commission grant such other and hrther relief as may be appropriate 

under the circumstances herein. 

DATED this 16 day of February, 2005. * 
FENNWORE CRAIG, P.C. 

A t t o q s  for Coronado Utilities, Inc. 

ORIGINAL and 13 copies delivered this 
,$kt day of February, to: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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COPY hand-delivered t h i s d a y  o(h of February, 2005: 

James Dorf, Chief of Finance and Reg. Analyst 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, A2  85007 

Jim Fisher, Executive Consultant 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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PURCHASE AGRXEMENT 

Pirst American Title Insurance Company 
Escrow No. 

This Purchase Agreement (this ‘‘Agreement?) is made as of the 1st day of November, 
2004 (the “Agreement bate”), by and between BHP COPPER INC, a Delaware corporation 
(“Seller”), and CORONADO UTILITIES, nVC., an Arizona Corporation (“Buy&‘) 

A. Seller is the owner of the Property (as defined in Paragraph2 below), consisting of 
approximately 84 acra of real property located in Pinal County, Arizona, having located thereon 
a Wastewater Treatment Plant (as defined in ParamaphZh) below) and related improvements 
used in connection therewith. 

B. 
accordance with and subject to the terms and conditions set forth in this Agreement. 

Seller desires to sell to Buyer and Buyer desires to purchase from Seller, the Property, in 

AGREEMENT 

NOW, THE~FORE, in consideration of the mutual agreements set forth herein and other good 
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, Buyer 
and Seller hereby agree as follows: 

1. Aereement; Escrow Instructions. 

(a) Agreement. This Agreement shall constitute an agreement between Seller 
and Buyer for the purchase and sale of the Property. 

’ 

(b) Escrow Instructions. This Agreement shall constitute Escrow lastructions 
to First American Title Insurance Company (“Escrow Agent”), as to matters set forth herein 
pertaining to Escrow Agent. Buyer and Seller hereby agree to the terns of the printed escrow 
instructions attached hereto as Exhibit “A” (the “Printed Instructions’’); provided, however, that 
in the event of a conflict between the terms of this Agreement and the terms of the Printed 
IL1stTuctions, the terms of this Agreement shall prevail. 

2. The ProDerty. The property that is the subject of this Agreement consists of the 
followjng (collectively, the ‘Troperty”): 

(a) m. That certain land legally described in Exhibit “By’ attached hereto, 
but excluding any and all mineral rights (the “Land”) The Land shall also include all water 
rights appurtenant to the Land; provided that, Buyer shall only be entitled to use any available 
water for its own purposes and such restriction shall be set forth in the deed transferring the 
Property. 

469927.1 1 [I 111/2004] 
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(b) Improvements. All existing buildings, structures and other improvements 
located upon or appurtenant to the Land, including, without limitation: a wastewater collection 
system, a pre-treatment facility, including a manually cleaned bar screen, grit removal, and a 6- 
inch throat parshall flume tank with recording meter to measure flow; a primary treatment 
facility, including a primary settling tank, anaerobic digester and sludge dqmg beds; primary 
oxidation ponds; an office and laboratory building (including all lab equipment, office furniture 
and supplies, computer, etc.); a storage building (including all related spare parts for the existing 
wastewater treatment plant); all paving, walkways, road improvements, and all ofher 
improvements Iocakd on the Land (CoIlectively, the ‘Wastewater Treatment Plant”). 

(c) Appurtenances. To the extent owned by Seller, all appurtenances, 
hereditaments, easements, and all other rights, privileges, and entitlements belonging to or 
running with the Land, including, but not limited to, all rights, obligations and easements in 
favor of or burdening the Property, all awards for damage to the Land or taking by eminent 
domain, and all transferable zoning and land use entitlements and development rights pertaining 
to the Land (collectively, the “Appurtenances”). The Land, the Wastewater Treatment Plant, and 
the Appurtenances are collectively referred to herein as the “Red Property.” 

(d) Tangible Personal Property. All of Seller’s right, title, and interest in and 
to all tangible personal property described in Exhibit “C” attached hereto and incorporated herein 
by this reference (collectively, the “Personal Property”). 

3. Openine of Escrow and Closin.. 
(a) oDening- The escrow established hereunder (the “Es~row”) shall be 

deemed to open (the “Opening of Escrow”) when three (3) copies of this Agreement executed by 
Buyer and Seller have been delivered to and are accepted by Escrow Agent. Escrow Agent shall 
give Buyer and Seller prompt written notice of the date of Opening of Escrow. 

(b). Closing Date, The Escrow shall be deemed to close (the “Closing”) upon 
recordation of the Deed (as hereinafter defined) by Escrow Agent Subject to the terms and 
conditions of this Agreement, the Closing shall occur on the date that is fifteen (15) days after 
the date upon which Buyer delivers to Seller and Escrow Agent the Approvals Satisfaction 
Notice (as defined in Paragraph 7fa)). The Closing shall occur at the office of Escrow Agent or 
at such other location in Maricopa County, Arizona as the parties may mutually specify in 
writing. 

4. Purchase Price. 

Amount. The total purchase price (the “Purchase Price”) that Buyer 
agrees to pay for the Property is Three Hundred Twenty-Five Thousand and No/lOO Dollars 
($325,000.00). 

(a) 

(b) Payment. The Purchase Price, of $325,000,00, shall be paid by the 
application of the Improvement Credit (as defined below) of $249,999.00 and the Additional 
Consideration (as defined below) of $75,001.00, and increased or reduced by such fknds as are 
required to take into account the prorations and other adjustments required by this Agreement, 

469927.11 [11/1/2004] 
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shall be deposited by Buyer with Escrow Agent for the account of Seller, in cash or funds 
immediately available in Phoenix, Arizona, on or before the Closing Date. 

(c) Improvements Credit. Buyer shall receive a credit to the Purchase Price at 
Closing in the amount of Two Hundred Forty-nine Thousand Nine Hundred Ninety-nine and 
No/lOO Dollars ($249,999.00) in consideration of Buyer’s agreement to design, permit, construct 
and fund the construction of the Golf Course Improvements (as defined in Paragraph lS(a)(ii) 
below) (#e “Improvements Credit”). 

(d) Additional Consideration. Upon the completion of the Wastewater 
Treatment Plant Improvements in accordance with the plans approved by Arizona Corporation 
Commission (ACC), Arizona Department of Environmental Quality (ADEQ) and Seller pursuant 
to Paragraph 16(a), but in no event later than August 10,2006, Buyer shall pay to Seller the sum 
of Seventy-five Thousand One and No/lOO Dollars ($75,001.00) in cash or immediately 
available United States b d s  (the ‘Additional Closing Consideration”). The provisions of this 
Paraaaph 4(d) shall survive Closing. 

5. Inspection; Property Information: Entry on Property; Guaranty; Letter of 
Credit. 

(a) hpection. Buyer hereby acknowledges that Buyer has been given an 
opportunity to examine, inspect and investigate the Property and all improvements located 
thereon. Buyer has determined that Buyer will proceed with the purchase of the Property based 
up00 the examinations, inspections and investigations conducted by Buyer and not in reliance on 
any statements, representations, inducements or agreements of Seller or Seller’s agents in 
connection with the sale of the Property. 

(b) Propertv Information. Buyer acknowledges receipt fiom Seller prior to 
the Opening of Escrow of the materials described in Exhibit “D” (collectively, the ‘Troperty 
Information”). 

(c) Right of Entry. During the term of this Agreement, Buyer, its agents and 
designees shall have, in addition to any rights of entry Buyer may have or acquire pursuant to the 
Operation and Management Agreement referenced in Paraaauh Nb)(iii), the right to enter upon 
the Property for the purpose of performing any engineering, surveying or related work, and 
conducting geological, soil, drainage, engineering, archaeological, and environmental tests and 
such other studies and investigations as Buyer deems reasonably necessary or appropriate. As a 
condition to such entry upon the Property, (i) Buyer shall give to Seller at least two (2) days’ 
prior written notice of Buyer’s intent to enter upon the Property, (ii) aRer such notice by Buyer, 
Buyer shall deliver to Seller evidence of insurance as may be required by Seller, and (iii) if 
requested by Seller, Buyer’s agents mdor designees are accompanied by a representative of 
Seller. Buyer shall not pdorm any invasive testing upon the Property without Seller’s prior 
written consent. Buyer hereby releases Seller fiom any and all claims and liability which may 
arise from Buyer’s entry upon and activities upon the Property in connection with the right of 
entry granted to Buyer in this paragraph, and Buyer shall defend, indenmi@ and hold Seller 
harmless for, from and against all claims, demands, actions, liabilities and obligations (including, 
but not limited to, mechanics’ and materialmen’s liens) arising from any exercise of the rights 
granted under this paragraph, if requested by the Seller (except those arising &om the acts or 
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omissions of Seller, its employees, agents or contractors), which indemnification obligation shall 
survive the Closing or the t d o n  or cancellation of this Agreement. Buyer shall promptly 
restore the Property substantially to its condition existing immediately prior to any entry upon 
the Property pursuant to this Paragraph (except for any changes in the condition resulting fkom 
the acts of Seller, its employees, agents or contractors). 

(d) Reclaimed Water PiDeline Easement Agreement. On or before March 31, 
2005, Seller and Buyer shall ia good faith attempt to negotiate the form of an easement 
agrment, whereby Seller shall grant to Buyer a pipeline easement across a portion of Seller’s 
remaining property (the ‘Xeclaimed Water pipeline Easement”) for the purpose of constructing, 
operating arid maintaining a water h e  for the transport of reclaimed water between the Property 
and the San Manuel Golf Course (the “Golf Course”). 

(e) Reclaimed Water Covenants, Conditions and Restrictions. On or before 
March 3 1,2005, Seller and Buyer shall in good faith attempt to negotiate the form of covenants, 
conditions and restrictions (tbe ‘‘Reclaimed Water CC&R.s”) to be recorded against the Prop-, 
pursuant to which Buyer shall, for so long as the Golf Course is used as a golf course or the 
Wastewater Treatment Plant is used as a wastewater treatment plant, covenant to (i) construct 
reclaimed water facilities for the purpose of supplying reclaimed water to the Golf Course within 
twenty-one (21) months of the Agreement Date; (ii) provide reclaimed water to the Golf Course 
in available quantities and at such priority as required by the Golf Course; and (iii)provide 
reclaimed water to the Golf Course at RO more than the power costs expended to pump the 
reclaimed water to the Golf Course, provided such rate s h d  be in accordance with the approved 
rate tariff. .. 

(f) Access Easement. On or before March 3 1,2005, Seller and Buyer shall in 
good fhith attempt to negotiate the form of an easement agreement whereby Seller shall grant to 
Buyer an easement to access a portion of Seller’s remaining property (the “Access Easement”) to 
be recorded at Closing, for the purpose of ingress and egress to the Property to and fi-om the 
“north plant gate” of Seller’s property. 

(g) Lift Station Easement. On or before March 31, 2005, Seller and Buyer 
shall in good faith attempt to negotiate the form of an easement agreement whereby Seller shall 
gant to Buyer an easement over and across certain portions of Seller’s property for purposes of 
accessing the two lift stations which comprise a portion of the Personal Property (the ‘‘Lift 
Station Easement-”). 

(h) GuarmQ. An affiliate of Buyer, Pivotal Utility Management, UC, a 
Colorado limited liability company (“Pivotal”), shall enter into a guaranty (the “Guaranty“), the 
form of which is attached hereto as Exhibit%“, pursuant to which Pivotal shall agree to 
guaranty the performance of all of the Buyer’s obligations under this Agreement. 

(i) Failure to Amee. If Buyer and Seller have not agreed as to the form and 
substance of the Reclaimed Water Pipeline Easement Agreement, the Reclaimed Water CC&Rs, 
andor the Access Easement, on or before the applicable time period set forth above, such date 
shall be automatically extended for an additional thirty (30) days, but only with respect to such 
agreement(s) that have not been agreed to by the parties. If at the end of such additional 
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thirty (30) day time period, Buyer and Seller have not agreed as to the form and substance of any 
such agreement(s), then Seller, in its sole and absolute discretion, may terminate this Agreement, 
whereupon, except for any indexmities that survive termination of this Agreement, neither Buyer 
nor Seller shall have any further responsibility or liability under this Agreement. The failure to 
agree upon the Reclaimed Water Pipeline Easement Agreement, the Reclaimed Water CC&Rs, 
and/or the Access Easement shall not constitute a default by the parties hereunder, and shall 
therefore not trigger collection of the Letter of Credit (as defined in Paragraph 5(i) below). 

0’) Letter of Credit. Pivotal and Seller are parties to that certain Operation 
and Maintenance Agreement dated of even date herewith (the “O&M Agreement”) pursuant to 
which Pivotal operates and maintains the existing Wastewater Treatment Plant. Under the terms 
of the O&M Agreement, Pivotal furnished an irrevocable letter of credit to Seller in the amount 
of $200,000.00 (the “LOC”) to cover the performance of all terms, conditions and provisions by 
Pivotal under the O&M Agreement. The LOC shall also secure the performance of all 
conditions and obligations of Buyer under this Agreement. The LOC shall be released by Seller 
within ten (1 0) days of the later of (i) the date the existing Wastewater Treatment Plant is shut 
down and the new Wastewater Treatment Piant is fdly operation, or (ii) the date the Golf Course 
Improvements (as defined in Paragraph 1 S(aMii) below) are complete and operational. 

6. Title Review Conthgency. 

(a) Title Commitment. Within forty-five (45) days after Opening of Escrow, 
Escrow Agent shall prepare and deliver to Buyer and Seller a title commitment for the Property 
together with legiile copies of dl Schedule B and other recorded items refened to therein (the 
“Title Commitment”). 

@) Obiection bv Buyer; Amendments. Buyer shall be entitled to object to any 
matters disclosed by the Title Commitment by delivering written notice of objection (the 
“Objection Notice”) to Seller and to Escrow Agent on or before fifteen (15) days after Buyer’s 
receipt of the Title Commitment. Any Objection Notice delivered by Buyer pursuant to this 
paragraph shall s p e c i ~  in reasonable detail any matter to which Buyer objects. If Escrow Agent 
subsequently issues any amendment to the Title Commitment showing any additional exception 
to title other than the Permitted Exceptions (as hereinafter defined), Buyer shall be entitled to 
object to any such additional exception by delivering an Objection Notice to Seller and to 
Escrow Agent on or before five (5 )  days after Buyer’s receipt of the amendment to the Title 
Commitment. E Buyer fails to deliver an Objection Notice objecting to any matter set forth in 
the Title Commitment, or any subsequent amendment to the Title Commitment, within the 
relevant time period prescribed above, Buyer shall be conclusively deemed to have approved 
such matters. Except as otherwise provided in Paramaph 6(cl, Seller shall have no obligation to 
cure or remove any title matter objected to by Buyer. 

(c) Cure bv Seller. If Buyer timely delivers any Objection Notice pursuant to 
Paragraph6fi) above, Seller shall deliver a written notice (a ‘7Xesponse”) to Buyer and to 
Escrow Agent within fifteen (15) days after receipt of such Objection Notice, which Response 
shall state any actions which Seller intends to take and their anticipated effect on the matters to 
which Buyer has objected. If Seller fails to deliver a Response within such fifteen (15) day 
e o d ,  then Seller shall be deemed to have delivered a Response indicating that it will not 
remove any of the matter(s) objected to by Buyer. If the Response does not state an intention to 

0178313 5 
469927.1 1 [I 1/1/2004] 



fully remove each matter to which Buyer has objected, Buyer shall deliver to Seller and Escrow 
Agent within fifteen (15) days after Buyer receives the Response a Written notice (a “Reply”) 
stating Buyer’s election either (i) to terminate this Agreement, or (G)  to waive Buyer’s objections 
(on the condition that Seller accomplishes any objectives described by Seller in the Response). 
If Buyer fails to make a tirnely election pursuant to the preceding sentence, Buyer shall be 
deemed conclusively to have elected to terminate according to clause (i) of the preceding 
sentence. If Buyer has conditionally waived an objection (based upon Seller’s agreement to take 
specified action as set forth in Seller’s Response), and the condition is not satisfied by the 
Closing Date, Buyer shall have the right, as its sole remedy therefor, either to (i) terminate this 
Agreement on the Closing Date, (ii) proceed with this transaction and waive such objection, or 
(iii) take the action set forth in Sella’s Response that Seller agreed to do, and if such action 
results in Buyer having actual out-of-pocket costs or expenses, Buyer may reduce the Purchase 
Price by the amount of such actual out-of-pocket costs or expenses of Buyer. In the event that 
the amount of any such actual out-of-pocket costs or expenses referred to in the preceding 
sentence exceeds the amount of the Purchase Price, then Seller shall pay such amount to Buyer at 
Closing. If Buyer fails to make a timely written election regarding a condition that is not 
satisfied by Seller as of the Closing Date as set forth above, Buyer shall be deemed conclusively 
to have elected to waive such objection according to clause (ii) of the fifth ( 5 9  sentence of this 
paragraph. In the event that Buyer waives an objection, Buyer shall be deemed to have approved 
the item with respect to which the objection was made and such exception shall be part of the 
Permitted Exceptions hereundex. Seller agrees not to suffer, permit or otherwise allow the 
placement of any additional comeflsual liens, consensual encumbrances or easements against the 
Property following Opening of Escrow unless they are deemed Permitted Exceptions or are 
consented to by Buyer, which consent shall not be unreasonably withheld or delayed.. The 
Closing shall be extended if (and to the m u m  extent) reasonably necessary to provide the 
parties the periods contemplated in Paragraphs 6cbl and 6(cI to, as applicable, deliver an 
Objection Notice, Response andor a Reply. 

(d) Permitted Exceptions. As used in this Agreement, the term “Permitted 
Exceptions’’ collectively shall mean (i) the exceptions to title reflected in the Title Commitment 
and all amendment(s) to the Title Commitment, which are approved (or deemed approved) by 
Buyer pursuant to this Paragraph 6; (ii) any matters created by or arising from the act, omission 
or acquiescence of Buyer, its affiliates, employees, agents, contractors, subcontractors or 
representatives; (iii) any unpaid taxes and assessments which Buyer is required to pay unda 
Paragraph 20; (iv) any other matters approved or deemed approved by Buyer or which are 
permitted under or in connection with this Agreement; (v) any matters which are contemplated 
by this Agreement or which are consistent with the proposed development plan for the Property; 
and (vi)any matters which do not materially and adversely affect the economic burden or 
development obligation of Buyer upon the Property. 

(e) Title Insurance. Upon and as a condition to Buyer’s obligation to close 
Escrow, Escrow Agent shall be unconditionally committed to furnish to Buyer a standard 
coverage owner’s policy of titIe insurance issued by First American Title Insurance Company in 
the full amount of the Purchase Price for the Property’ insuring fee simple title to the entire 
interest of the Property in Buyer subject only to the Permitted Exceptions and to the usual 
exceptions, conditions and stipulations appearing in Escrow Agent’s standard printed fonn of 
policy (the “Title Policy”). Seller shall pay the premium for a standard coverage owner’s policy 
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for Buyer, and Buyer shall pay the remainder of the premium for the extended coverage owner’s 
policy for Buyer, if any, and for any endorsements requested by Buyer, if any; except that if 
Seller offers any endorsements (“Curative Endorsements”) to the title insurance policy to cure or 
otherwise address any title matter objected to by Buyer in an Objection Notice (and Buyer 
accepts such Curative Endorsements), Seller shall pay the cost of such Curative Endorsements. 

7. Aaprovals Contingency. 

(a) Approvals. From and after the Opening of Escrow, Buyer shall diligently 
and in good faith attempt to satisfy the following conditions (collectively, the “Approvals 
Requirements”): 

(i) CC&N Auproval. Buyer shall obtain a Certificate of Convenience 
and Necessity (“CC&N”) fi-om the Arizona Corporation Commission (“ACC”) that authorizes 
Buyer to provide sewer services to the town of San Manuel and covers the proposed 
modifications and up@es of the existing Wastewater Treatment Plant (‘WWI’P’’), or 
construction ofnew WWTP facilities to be undertaken by Buyer. 

(6) APP Approval. Buyer shall obtain an Aquifer Protection Program 
Permit (“APP Permit”) from the Arizona Department of Environmental Quality (“AbEQ) 
applicable to the modifications proposed and upgrades of the existing WWTP, or construction of 
a new WWTP, to be undertaken by Buyer. Buyer and Seller shall cooperate to designate Buyer 
as the owner of the Property for APP Permit purposes effective as of the Closing Date or such 
earlier time in BHP’s sole discretion. 

Promptly upon satisfaction of the Approvals Requirements, Buyer shall deliver a notice to Seller 
thereof and shall include with such notice copies o f  the CC&N, the APP Permit and such other 
information as is reasonably necessary to evidence satisfaction of the Approvals Requirements 
(collectively, the “Approvals Satisfaction Notice”). Seller shall reasonably cooperate with 
Buyer, without cost or liability to Seller, in Buyer’s efforts to satisfy the Approvals 
Requirements. 

(b) Approvals Contingencv Date. Subject to the final sentence of this 
ParapPb 7&), in the event Buyer does not deliver to Seller the Approvals Satisfaction Notice 
on or before December 1, 2005 (the “Approvals Contingency Date”), Seller, at Seller’s sole 
discretion and as its sole remedy may: (A) waive the Approvals contingency by delivering to 
Buyer and Escrow Agent written notice of waiver OR or before the Approvals Contingency Date 
and proceed to the Closing on or before the Closing Date or (€3) terminate this Agreement by 
delivering a written termination to Buyer and Escrow Agent on or after the Approvals 
Contingency Date, whereupon Seller shall be entitled to draw upon the full amount of the LOC 
and Buyer shall deliver to Seller the Property Information and other documents in accordance 
with Paragraph %a). Seller shall be deemed to have elected to terminate under (B) if it  fails to 
timely deliver any notice of election. Notwithstanding anything to the contrary appearing herein 
in the event of an “excusable delay” as set forth in Paragraph 16(& hereof, the Approvals 
Contingency Date shall be extended for such amount of time as agreed to by the parties in 
accordance with the provisions of Paramaph 16(4 or if the parties are unable to agree, such 
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Approval Contingency Date shall be extended for a period of thirty (30) days or such additional 
amount of time reasonably necessary for Buyer to overcome or m e  the “excusable delay.” 

8. Closinp Conditions. ~ 

(a) Buyer Conditions. In addition to the other conditions set forth in this 
Agreement, the obligation of Buyer to purchase the Property is subject to the satisfaction as of 
the Closing of the following conditions (the “Buyer’s Conditions to Closing”), any of which may 
be waived in whole or in part by Buyer in writing at or prior to the applicable deadline set forth 
in this Agrement (or, if tbis Agreement does not state a specific deadline, at or prior to the 
Closing): 

(i) Representations, Wananties and Covenants. The representations 
and warranties of Seller set forth herein shall be true on and as of the Closing Date with the same 
force and effect as if such representations and warranties were made on and as of the Closing 
Date. IJJ addition, all covenants required to be performed by Seller as of Closing shall have been 
performed pursuant to the terms of this Agreement. 

(ii) Title Policv. Escrow Agent shall be unconditionally committed to 
issue to Buyer the owner’s policy of title insurance described in Paramph 6. 

(iii) No Default Under Ooeration and Management Agreement. There 
shall be no material breach or default by Seller or its successor and assigns of the O&M 
Agreement dated the same date as the Agreement Date, between Sella and Pivotal or Buyer 
reIating to the operation and management of the Wastewater Treatment Plant, or any event that, 
with the giving of notice or passage of time, or both, would constitute a material default under 
the Operation and Management Agreement. 

If the Closing fails to occur on or prior to the Closing Date because a Buyer’s Condition to 
Closing. is not satisfied, then Buyer shall elect by written notice delivered to Seller and Escrow 
Agent on or before 5:OO p.m. on the Closing Date to either (a) waive all unsatisfied Buyer’s 
Condition(s) to Closing and proceed with the Closing on that date which is three (3) business 
days after the Closing Date (provided that Seller also agrees in writing to waive such condition if 
such condition also is a Seller’s Condition to Closing) or (b) terminate this Agreement. If Buyer 
Eails to deliver the written notice described in the preceding sentence, then Buyer s h d  be 
deemed to have elected to waive and proceed pursuant to option (a). Notwithstanding the 
foregoing, if the failure of a Buyer’s Condition to Closing is caused by a default by Seller, Buyer 
shall have the right to exercise the remedies described in Paragraph 18(a’) below. 

(b) Seller Conditions. In addition to the other conditions set forth in this 
Agreement, the obligation of Seller to convey the Property is subject to the satisfaction as of the 
Closing of the following conditions (the “Seller’s Conditions to Closing”), any of which may be 
waived in whole or in part by Seller in writing at or prior to the applicable deadline set forth in 
this Agreement (or, if this Agreement does not state a specific deadline, at or prior to the 
closing): 

(i) Representations, Warranties and Covenants. The representations 
and warranties of Buyer set forth herein shall be true on and as of the Closing Date with the same 
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force and effect as if such representations and warranties were made on and as of the Closing 
Date. In addition, all covenants required to be performed by Buyer as of Closing shall have been 
performed pursuant to the terms of this Agreement. 

(ii) A~~rovals. Buyer shall have satisfied the Approvals Requirements 
in accordance with Paragraph 7. 

(iii) No Dehdt  Under Operation and Manaxement Ameement. There 
shall be no material breach or default by Pivotal or its successor and assigns of the O&M 
Agreement dated the Same date as the Agreement Date, between Seller and Pivotal or Buyer 
relating to the operation and management of the Wastewater Treatment Plant, or any event that, 
with the giving of notice or passage of time, or both, would constitute a material default under 
the Operation arid Management Agreement. 

If the Closing fails to occur on or prior to the Closing Date because a Seller’s Condition to 
Closing is not satisfied, then Seller shall elect by written notice delivered to Buyer and Escrow 
Agent on or before 590 p.m. on the Closing Date to either (a) waive all unsatisfied Seller’s 
Condition(s) to Closing and proceed with the Closing on that date which is three (3) business 
days after the Closing Date (provided that Buyer also agrees in writing to waive such condition if 
such condition also is a Buyer’s Condition to Closing) or (b) terminate this Agreemenf 
whereupon Seller shall have the right to exercise the remedies described in Paramph 17(a) 
below and Buyer shall deliver to Seller the Property Information and other documents in 
accordance with Paragrarhs 5(a) or (c) extend the Closing Date for up to thirty (30) days. If 
Seller fails to deliver the written notice described above, then Seller shall be deemed to have 
elected to extend the Closing Date pursuant to option (c). 

9. Representations; Warranties and Covenants of Buyer. Buyer acknowledges, 
covenants, represents and wmants to Seller that the following are true, accurate and complete in 
all material respects as of the Agreement Date and will be true, accurate and complete as of 
Closing in all material respects, and in entering into this Agreement Seller is relying upon, the 
following: 

(a) Due Organization, Etc. Buyer is an Arizona corporation duly formed, 
validly existing and in good standing under the laws of the State of Arizona. Buyer’s execution 
and delivery of this Agreement, and the consummation of the transactions contemplated and 
required hereby will not result in any violation of, or default under, any terms or provision of any 
agreement, instrument, mortgage, loan agreement or similar document to which Buyer is a party 
or by which Buyer is bound. Buyer further represents that it is not a partner or joint venturer 
with Seller in connection with the transactions contemplated by this Agreement, and that it is 
entering into this Agreement and any other contract, instrument and document contemplated 
hereby, voluntarily and solely for its own benefit. 

(b) No Litigation. There is no litigation, investigation or proceeding pending 
or, to the knowledge of Buyer, contemplated or threatened against Buyer which would impair or 
adversely affect 3uyer’s ability to perEorm its obligations under this Agreement or any other 
instrument or document related hereto. 
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(c) No Warranties. Except as expressly provided in this Agreement, Buyer 
has not relied on, any representations, warranties, guarantees, or promises (oral, written or 
implied) regarding the condition of the Property or the suitability of the Property for Buyer’s 
intended use or any other use. 

(d) Investigation of Property by Buyer. Buyer acknowledges (i) that Buyer 
has visited and inspected the Property, that Buyer is €amilia with the conditions under which any 
work musf be accomplished, and that, except for Seller’s express representations, warranties, 
covenants and other obligations made in this Agreement, the Deed and any other closing 
documents executed and delivered by Seller to Buyer pursuant to this Agreement, BUYER IS 
PURCHASING THE PROPERTY AND ANY IMPROVEMENTS NOW OR HEREAFTER 

that pursuant to the terms ofthis Agreement, Buyer has been given the O~POI-~UII~~JJ to examine, 
inspect and investigate the Property, all improvements located thereon, the subsurface of the 
Property and all soil, engineering, environmental and other conditions and requirements of the 
Property and any personal property; (iii) that pursuant to the terms of this Agreement, Buyer has 
been given the opportunity to investigate all zoning, building and governmental regulatory 
matters pertaining to the Property and the use and development thermfl, (iv) that, except for 
Seller’s express representations, warranties, covenants and other obligations made in this 
Agreement, upon consummation of the transaction contemplated hereby, Buyer will purchase the 
Property based upon the examinations, inspections and investigations conducted by Buyer (or on 
Buyer’s behalf) and not in reliance on any statements, representations, inducements or 
agreements of Seller or Seller’s agents in connection with the Property, its zoning, its fitness or 
merchantability for any particular use or puqose, availability of water or utilities, soil or 
environmental conditions, encroachments which would be disclosed by either an inspection of 
the Property or a survey, flooding and such other matters as might be disclosed or determined by 
an examination of the Property and independent inquiry with respect thereto; (v) that any 
engineering data, soils reports or other information that Seller or any other paxty may have 
delivered or shall deliver to Buyer pertaining to the Property is furnished without any 
representation or warranty whatsoever and that such information is furnished solely for the 
convenience of Buyer, and Seller shall have no liability whatsoever with respect to the 
sufficiency or accuracy of any investigations, the records thereof, or the interpretations set forth 
therein, and (vi) except as specifically set forth in this Agreement, the Reclaimed Water Pipeline 
Easement and the Access Easement, that Seller shall have no responsibility, liability or 
obligation respecting the Property subsequent to Closing. Notwithstanding anyhng to the 
contrary appearing in the preceding provisions of this Paramph 9(d), to Seller’s knowledge, 
such information is true and accurate and Seller has no actual knowledge that such information is 
untrue, inaccurate or misleading in any material respect. 

MADE THERETO IN ‘AS 1s” AND VHERE: rs” CONDITION, WITH ALL FAULTS; (i) 

I 
~ 

(e) Release bv Buyer. Except as provided in Paramaph 1O(dJ hereof, Buyer 
hereby waives and releases Seller h m  all rights of action under applicable federal, state, local 
and common law, including the Comprehensive Environmental Response Compensation and 
Liability Act, as amended, which Buyer may have, or may in the future have, against Seller 
arising out of the presence of contamination or hazardous materials on, under or emanating fiom 
the Property, or arising out of the physical condition of the Property or any adjacent property, 
including liability relating to the closure of the Wastewater Treatment Plant, as upgraded or 
modified. 
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(0 Indemnification bv Buyer. Buyer shall indemnify, defend and hold Seller 
harmless for, fi-om and against any and all costs, claims, expenses (including, without limitation, 
aI1 court costs and attorneys, fees) or other liabilities arising out of or related to: 

(i) Any acts or omissions of Buyer or Buyer’s employees, agents, 
contractors, licensees or invitee upon or with respect to the Property; 

(ii) Tbe presence or potential presence of conlamination or hazardous 
materials on, under or emanating from the Property, subject to Paramh lO(d1. 

(g) Interstate Land Sales Full Disclosure Act. To assure that Seller’s 
operations qualify for exemption fi-om the Interstate Land Sales Full Disclosure Act (the “Act”), 
Buyer represents and warrants that (i) Buyer is a duly organized and validly existing business 
entiv, (5) Buyer is purchasing the Property for its own use and development; (iii) Buyer has 
been represented in the negotiations regarding the subject purchase by a representative of its own 
choosing; and (iv) Buyer does not intend for this transaction to be subject to the Act. 

(h) Financial Assurances. Buyer represents that it has sufficient financial 
resources to fulfill its obligations contained in this Agreement. 

(i) Governmental Amxovals. Buyer covenants that it shall use its good faith 
diligent efforts to obtain any and all necessary governmental or quasi-govemmentd approvais 
and shall submit all applications for governmental approvals relating to the Property, including 
but not limited the applications and submittals relating to obtaining the CC&N and APP Permit, 
0n.a timely basis, and that Buyer shall maintain, and shall take any all actions reasonably 
necessary to maintain, all Governmental Approvals in full force and effect. T h i s  covenant shall 
survive Closing and shall not lapse. 

0‘) Limitation. Except as otherwise provided herein, the warranties and 
representations of Buyer set forth in this P m p u h  9 shall Survive Closing for a period of one (1) 
year (the “Limitation Period”) and thereafter shall lapse. Seller agrees for itself and its 
successors and assigns to commence any legal action for breach of any such warranty and 
representation (if at all) within the Limitation Period, and Seller for itself and succe~sors and 
assigns hereby waives all rights and remedies against Buyer, its successoxs and assigns arising 
out of or in connection with any alleged breach of wanranty or representation a s  to which a legal 
action has not been commenced within the Limitation Period. 

10. Representations, Warranties and Covenants of Seller. Seller acknowledges, 
represents and warrants to Buyer that, except as otherwise disclosed in this Agreement, the 
Property Momation, or the Title Commitment (or any amendment thereto), the following are 
true, accurate and complete in all material respects as of the Agreement Date and will be true, 
accurate and complete as of Closing in all material respects, and in entering into this Agreement, 
Buyer is relying upon the following: 

(a) Due Organization, Etc. Seller is a corporation duly organized, validly 
existing and in good standing under the laws of the State of Delaware and Seller is in good 
standing and duly qualified to transact business in the State of Atizona. The transaction 
cantemplated by this Agreement, and the execution and delivery of all documents required 
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herein, and its perfomce hereunder has been duly authorized by Seller. The execution and 
delivery of this Agreement and any other documents requkd herein and the consumm&on of 
the transactions contemplated hereby and thereby will not result in any violation oc  or default 
under, any term or provision of any agreement, instrument, mortgage, loan or similar documents 
to which Seller is a p a i i  af 01: by which Seller is bound. Seller further represents that it is not a 
partner or joint venturer with Buyer in c~nnmi-ion with the transactions contemplated by this 
Agreement, and that it is entering into this Agreement and any other contract, instrument and 
document contemplated hereby, voluntarily and solely for its own benefit. 

(b) Foreinn Person. Seller is not a ‘Toreign person” as such term is defined 
under the Internal Revenue Code 0 1445. 

(c) Limitations; Additional Items. 

(i) Seller does not warrant or represent the accuracy or completeness 
of the Property Information or any reports, studies or plans furnished to Buyer by Seller or at 
Seller’s direction and shall have no liability to Buyer in connection therewith. 

(ii) The warranties and representations of Seller set forth in t h i s  
Paramph 10 and at the end of Pamgraph 9(a) shall survive Closing €or a period of one (1) year 
(the “Limitation Period”) and thereafter shall lapse. Buyer agrees for itself and its successors 
and assigns to commence any legal action for breach of any such warranty and representation (if 
at all) within the limitation Period, and, except for costs, claims, and expenses described in 
Paragraph 1O(dL Buyer for itself and its successors and assigns hereby waives all rights and 
remedies against Seller, its successors and assigns arising out of or in connection with any 
alleged breach of warranty or representation as to which a legal d o n  has not been commenced 
within the Limitation Period. 

(d) Indemnity bv Seller. 

(e) Demolition of exist in^ W W P .  If Buyer (a) constructs and obtains all 
required permits for a new WWTP, (b) completes full start-up of the new MrwTp, and (c) 
notifies BHP in writing that the existing WWTP facilities are no longer utilized and ready to be 
decommissioned, Seller will, within a reasonable period of time, demolish the existing WWTP, 
and conduct the cleanup of the 2.231-acre parcel of real property surrounding the existing 
WWTP, as described on Exhibit “K” attached hereto, required under applicable regulations. 
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11. Action at Closing by Seller. On or before the Closing Date, Sella- shall deliver 
or cause to be delivered to Escrow Agent (if not otherwise delivered prior thereto) all of the 
following instnUnents dated as of or prior to the Closing Date, fully executed by Seller and, if 
appropriate, acknowledged: 

(a) A Special Warranty Deed in the form attached hereto as Exhibit “F“ {the 
“Deed”), conveying title to the Property to Buyer; 

@) A bill of sale in tbe form of Exhibit%“ attached hereto (the ““Bill of 
Sale”); 

(c) Affidavit of Value for the Property; 

{d) AfTidavit of Non-Foreign Person in the form of Exhibit “H”; 

(e) A non-excliwive assignment of contracts, substantially in .the form o f  
Exhibit ‘T’ attacbed hereto (the ‘Won-Exclusive Assignment of Contracts”) assigning to.Buyer 
(without any representation or wasranty); 

(0 Reclaimed Water Pipeline Easement; 

(g) Reclaimed Water CC&Rs, 

(h) Access Easement; 

(j) Lift Station Easement; and 

(k) Such other funds, instruments, or documents as may be reasonably 
necessary to fulfill the covenants and obligations to be performed by Seller pursuant to this 
Agreement. 

12. Action at CIosin~ by Buver. On or before the Closing Date (unless otherwise 
required under this Agreement to be delivered earlier), Buyer shall deliver or cause to be 
delivered to Escrow Agent (if not otherwise delivered prior thereto) all of the foUowing, and with 
respect to any instnnnents or documents referred to below, all such items shall be dated as of or 
prior to the Closing Date, fully executed by Buyer and, if appropriate, acknowledged: 

(a) All funds referred to in Paragraph 4 necessary to pay the Purchase Price 
and a.lI funds necessary to pay any other amounts due under this Agreement at the Closing; 

(b) Affidavit of Value for the Property; 

(c) Non-Exclusive Assignment of Contracts 

(d) Reclaimed Water Pipeline Easement; 

(e) Reclaimed Water CC&Rs; 
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( f )  Access Easement; 

(g) Lift Station Easement; 

(i) Such other h d s ,  instruments, or documents as are reasonably necessary 
to hlfill the covenants and obligations to be performed by Buyer pursuant to this Agreement. 

13. Possession: Use of Property. Selier shall deliver actual possession of the 
Property to Buyer at the Closing. Buyer’s use of the Property shall be subject to the Pennitted 
Exceptions, and the terms, covenants and conditions of Buyer set forth in this Agreement. The 
provisions of this Paragraph shall survive the Closing. 

14. Brokerage. Buyer and Seller each represent to the other that it has not dealt with 
any real estate broker or any other party entitled to a commission, broker’s fee or other similar 
compensation in connection with the sale of the Property by Seller to Buyer. Buyer and Seller 
each agree to indenmi@, protect, defend and hold the other harmless for, from and against any 
expense, including, without limitation, attorneys’ and accomtants’ fees, claims, actions, suits or 
demands for payment of my c o m k i o n ,  finder’s fee or other sum initiated by any broker, 
commission agent or other person which such party or its representatives has engaged or retained 
or with which it has had discussions concerning the transaction contemplated by this Agreement. 
The representations and indemnifications set forth in this Paramph 14 shall survive Closing and 
shall not merge into any deed or other instrument delivered at Closing. 

15. Development APprovals: Submittals, 

(a) Prior to the commencement of any work or submittal for any 
governmental or quasi-governmental permits, approvals, authorizations, licenses, franchises or 

. certificates of occupancy with respect to the Property, Buyer shall submit the following items to 
Seller for its review, comment, and where indicated, approval: 

(i) Propertv Immovements. Buyer’s plans and specifications for any 
work to be done and any improvements to be installed in any part of the Property, including, but 
not limited to, upgrading or modification of the existing WW”, and/or construction of a new 
WWTP, other improvements, grading and drainage, landscaping, roadways, walls, pipelines and 
other utilities (the “Wastewater Treatment Plant (WWTP) Improvements”), together with 
Buyer’s total project cost estimate. 

(5) Golf Course Pipeline and Transfer Pond Im.provements. Buyer’s 
plans and specifications for any work to be done and any improvements to be installed or pernits 
to be obtained relating to construction of the reclaim water pipeline to transfer efauent water to 
the Golf Course and the transfer ponds to receive and retain reclaim water (the “Golf Course 
Improvements”). Seller shall have the right to approve or disapprove such plans and 
specifications for the Golf Come Improvements, as well as the cost thereof prior to the inclusion 
of such in the CC&N and APP applications. 
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(iii) CC&N. Within ninety (90) days from the Agreement Date, Buyer 
shall submit a complete application for a CC&N to be submitted to the ACC to authorize Buyer 
to provide sewer services to the town of San Manuel and to modify or upgrade the existing 
WWTP or to construct a new WWTP. 

(iv) Service Territory Area. Buyer and Seller shall work together to 
prepare the service territory plan under the CC&N. In the event Seller's Plant Site is excluded 
h m  the Service Territory area, thea Buyer shall provide sewer services, if Seller requests, at 
rates pursuant to the ACC's service extension provisions. 

(v) L. Within one hundred twenty 
(1203 days from the Agreement Date, Buyer shall submit to Seller for its review, comment and 
prior approval (such approval shall not be unreasonably witbheld, and in no case will the review 
process take more than fifteen (15) business days), a drafl application for an APP Permit to be 
submitted to the ADEQ to cover the Wastewater Treatment Plant Improvements to be 
constructed by Buyer. Buyer shall submit the application within five (5) days of receiving 
written approval from Seller, Seller will participate, to the extent deemed appropriate by Seller, 
in its sole discretion, in discussions with ADEQ regarding the terms and conditions of the APP 
permit. 

(vi) Seller shall initiate and perform any required work to secure, 
amend or transfer any permit andor applications, as reasonably necessary to accommodate the 
WWTP hprovements and to complete the proposed sale of the Property to Buyer pursuant to 
the tams of the Purchase Agreement. 

(vii) Governmental Applications. Any other application or other 
materials to be submitted to the county or other governmental authority in connection with any 
zoning or other development approval (other than building permit applications) sought by Buyer 
in comection with the Property or any other work in connection therewith, which application or 
other material shall be delivered by Buyer to Seller at least ten days prior to submittal thereof to 
the county or such governmental authority. 

(viii) Public Statements. Any materials or correspondence to be 
submitted to sewage services customers relating to the transfer of responsibility or obligations 
for the continued operation of the Wastewater Treatment Plant and the future provision of sewer 
services shall be subject to the prior review and approval of Seller in its sole and absolute 
discreti on. 

(ix) Review and Approval Procedure. Seller shall give Buyer any 
comment, complete any review and, if indicated, give any approval or notice of disapproval 
within fifteen (15) business days of the date Buyer submits such item. Any fkilure to give any 
comments or approval shall be deemed to mean that Seller has no comments, and the item has 
been approved. AU replies or responses of Seller shall be in writing. In all instances, any such 
required approval shall not be unreasonably withheld. 

(b) Iniunctive Relief. Buyer acknowledges that Buyer's breach of any 
covenant or agreement contained in this Paragraph 15 would cause irreparable harm to Seller and 
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that monetary damages for such breach would be inadequate. Accordingly, Buyer agrees that 
Seller shall be entitled to obtain injunctive relief fiom a court of competent jurisdiction in the 
event of Buyer’s breach or threatened breach of any covenant or agreement contained in this 
Paramaph 15 and that Seller shall be awarded a judgment for reasonable attorneys fees, expert 
witness fees, pratrial discovery costs and all other court costs and fees as part of any injunctive 
relief granted by the court. 

(c) Nonrecourse/lademnitv. Buyer acknowledges and agrees that, 
notwithstanding Seller’s review and approval as described above and except for any information 
furnished by Seller, Buyer shall be exclusively responsible for the truth, accuracy and 
completeness of the CC&N application, the APP Pennit application and any other governmental 
applications, and compliance with all ADEQ, ACC and other govermnental or quasi- 
governmental requirements, without recourse to Seller. Buyer shall indernnifjr, defend and hold 
harmless Seller for, fiom and against any and all costs, claims, expenses (including, without 
limitation, all court costs, expenditures, fees and reasonable attorneys’ fees) or other liabilities as 
suffexed or incurred by Seller as a result or with respect to any development approvals and 
submittals. 

(d) Survival. The provisions of Pmaaphs 15(a)(ii), 1Xc) and 15(d\ sball 
Survive Closing. 

16. Construction of Improvements: Water Supply; Electricity. 

(a) Wastewater Treatment Plant Improvements. On or before August 1,2006, 
Buyer shall cause to be completed in a good and workmanlike manner, at Buyer’s sole cost and 
expense, the Wastewater Treatment Plant Improvements and other improvements if and to the 
extent required under the CC&N or APP Permit, in accordance with the find engineering plans 
approved by Seller pursuant to Parasaph 15 and by applicable governmental or quasi- 
governmental authority. 

(b) Golf Course Improvements. Buyer shall cause to be completed, at 
Buyer’s sole cost and expense, on or before August 1, 2006, the Golf Course improvements in 
accordance with the final engineering plans approved by Seller pursuant to Paragraph 15 and any 
applicable governmental or quasi-governmental authority, including, without limitation, the 
following: 

(i) Buyer agrees to design, construct and fimd the construction of a 
new reclaim water line h m  the Property to the transfer pond at the Golf Course, provided direct 
costs for the reclaimed water line do not exceed $250,000. Should the direct cost of the 
reclaimed water line exceed $250,000, Buyer shall submit Written notice of the additional cost to 
Seller and Seller shall review and approve anyadditional cost which approval shall not be 
unreasonably withheld. Seller agrees to pay for the approved additional costs on a direct cost 
basis. 

(ii) Buyer agrees to design, construct and obtab the permit for any 
modifications of the transfer ponds at the Golf Course, if necessary to obtain the required 
permits; provided that Seller shall have the right to review and approve the final design and the 
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costs related thereto. Seller agrees to pay for all the approved direct costs associated with the 
construction of upg-rading the transfer ponds. The primary purpose of the transfer ponds is to 
receive reclaimed water for distribution and not storage. 

(c) Water Supply: Seller will supply water to the existing WWTP Facilities 
until January 1,2006, when new drinking water standards become effective. On or prior to this 
date, Buyer shall establish independent access to water supply from the appropriate local utility 
provider. 

(d) Electric Power: Seller will supply electric power to the existing WWTP 
Facilities until the ownership of the Property is transferred to Buyer pursuant to the terms of ’this 
Agreement. Prior to the transfer, Buyer shall establish independent access to electrical power for 
the Property fmm the appropriate local utility provider. If electrical power to the existing 
WWTP site is not available prior to transfer, due to reasons beyond either party’s control, Seller 
shall continue to supply electric power to the existing WWTP site until independent access 
becomes available, and Buyer shall pay to Seller, on a monthly basis, the actual costs of the 
electric power supplied by Seller; provided #at Seller shall have no obligation to supply electric 
power to the existing WWTP site on or after the date that is twenty-four (24) months from the 
date of this Agreement. 

(e) Oxidation & Evaporation Pond Clean UP: Buyer shall be responsible for 
cleaning the oxidation and evaporation water ponds on the Property (if so necessary to obtain the 
necessary permits) and discarding the waste materials taken out of the ponds as part of the 
cleaning. Seller agrees to assist Buyer in Buyer’s first cleaning of these ponds by transporting to 
an appropriate landfill at Seller’s cost, all of the waste materials removed from these ponds 
during the first initial cleaning performed by Buyer. 

. 

(0 Delay Fee. Buyer acknowledges that Seller is relying on Buyer’s 
covenants in this ParagraDh 16 together with Buyer’s other covenants set forth in this Agreement 
and accordingly agrees to pay to Seller a “Delay Fee” in the event of any breach or delay other 

, than a Buyer Excusable Delay (as defined in Paragraph 16t& below), which Delay Fee shall be 
in the amounts set forth in the schedule attached hereto as ExhibitY“ (the “Delay Fee 
Schedule”). 

(g) Excusable Delay. Buyer shall be excused for delay and failure to perform 
its obligations under this Agreement (and all time periods set forth in Exhibit ‘7‘’ shall be 
extended as reasonably necessary) and shall not be liable for any payments to Seller as provided 
in the Delay Fee Schedule to the extent that Buyer’s performance is prevented by (i) delay in 
issuance of the CC&N by the ACC or the APP permit by the ADEQ due to no fault of Buyer or 
(ii) circumstances outside of the reasonable coatrol of Buyer that could not have been anticipated 
by Buyer and which are beyond Buyer’s reasonable control, such as abnormal weather 
conditionsy acts of God, or the intervention of a governmental authority. For any delay or failure 
to perfom under item (i) above, Buyer shall use its best efforts to remove the a w e  of such 
delay andor remedy the situation causing such delay or failure to perform. For any delay or 
failure to pdorm under item (ii) above, Buyer shall use is best efforts to minimize the adverse 
effects of such event(s). Buyer shall promptly give written notice to Seller of the nature and 
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cause of delay, the extent of the delay, the reasons for the delay, and what actions are being taken 
to remedy the situation. 

17. Seller’s Remedies. 

(a) Prior to Closing. If Buyer shall breach any of the terms or provisions of 
this Agreement or otherwise default prior to the Closing, and shall fail to cure such breach or 
default within thirty (30) business days following Written notice thereof given by Seller to Buyer, 
Seller’s sole remedy shall be to terminate this Agreement and to draw upon the full amount of 
the LOC as liquidated damages; provided, however, that the notice and cure right shall be only 
five (5) business day for Buyer’s failwe to timely close escrow. Seller and Buyer acknowledge 
that it would be extremely difficult if not impossible to ascertain Seller’s actual damages and that 
the LOC is a reasonable forecast of just compensation to Seller resulting Grom Buyer’s breach 
and is not a penalty. Upon default of Buyer and expiration of the applicable grace period, and 
upon receipt of a written notice from Seller that Buyer is in breach of one or more of its 
obligations under this Agreement and, as a consequence thereof, Seller has elected to terminate 
this Agreement, Seller may immediately draw upon the full amount of the LOC. 
Notwithstanding the foregoing, in the event of a Mure of Buyer to pay Seller any Delay F e e  due 
Seller pursuant to Paragraph 16(fL Seller shall have the right, in Seller’s sole discretion, to elect 
not to terminate th is Agreement and claim the LOC as liquidated damages for such breach and 
pursue a separate damage claim against Buyer for its failure to pay any Delay Fee due Seller. 
Upon termination of th is  Agreement by Seller and payment to Seller of the sum of liquidated 
damages, neither party shall have any further obligation or liability hereunder, except indemnity 
obligations contained herein. Notwithstanding anything to the contrary in this paragraph, the 
obligations of Buyer pursuant to Paragraphs 5. 14 and 24 hereof shall be independent of and 
shall not be modified, abrogated, or otherwise affected by the limitation of Buyer’s liability as 
set forth in this paragraph. 

(b) Following Closing. Ify after Closing, Buyer shall breach any of the terms 
OT provisions of this Agreement, or if it shall be determined by a court of competent jurisdiction 
that Buyer breached any of the representations, warranties or covenants made by Buyer at, or as 
of, the Closing, or if Buyer otherwise defaults in its post-closing obligations, Seller shall have, in 
addition to the rights and remedies set forth elsewhere in this Agreement andor in any 
documents or instnnnenls delivered to Seller at the Closing, my right or remedy available at law 
or in equity, including but not limited to, the right to demand and have specific performance; 
provided, however, that (i) Seller shall be entitled to draw upon the full amount of the LOC as 
liquidated damages as Sellers sole remedy in the event that Seller breaches Paragraphs 16(a) or 
16(bl hereof, and (ii) in the case of all other breaches, Seller shall only be entitled to seek 
recovery of Seller’s actual damages which directly result from Buyer’s breach, Seller hereby 
waiving and covenanting not to assert any right to seek or obtain any other damages (including, 
but not limited to, incidental or consequential damages) resulting from Buyer’s breach; and 
provided, further, that except in the w e  of Buyer’s fiaud, Seller waives any right to rescind the 
sale and purchase transaction. 
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18. Buyer’s Remedies. 

(a) Prior to Closing. on or before Closing, Seller breaches any of the terms 
or provisions of this Agreement or otherwise defaults hereunder, and fails to cure such breach or 
default within thirty (30) business days following written notice thereof given by Buyer to Seller, 
Buyer may (i) terminate this Agreement by Written notice to Seller and to Escrow Agent, in 
which event the LOC shall be returned to Buyer; (ii) waive such defhult and consummate the 
transaction contemplated hereby in accordance with the terms hereof; or (iii) institute all 
proceedings necessary to specifically enforce the terms of this Agreement and cause title to 
Property to be conveyed to Buyer, it being understood and agreed that the Property is unique and 
that the right of specific performance is a just and equitable remedy under the circumstaaces. 
Buyer hereby waives and covenants not to assert any right to seek or obtain monetary damages 
resulting fkom Seller’s pre-closing breach; provided that if specific performance is not available 
as a remedy to Buyer as the result of an a k a t i v e ,  bad faith act or omission of Seller, Buyer 
may pursue an action against Seller to recover the actual out-of-pocket damages which directly 
result fiurn Seller’s pre-closing breach. Buyer waives and Covenants not to assert any right to 
seek or obtain other damages (including, but not limited to, incidental or consequential damages) 
resulting from Seller’s pre-closing breach, except as specifically provided in this paragraph. 
Furthermore, as an express condition precedent to Buyer’s right to seek a decree of specific 
performance in a court of competent jurisdiction with respect to Seller’s obligation to close 
Escrow, Buyer shall be required to first tender to Seller full performance of its obligations 
required under this Agreement in connection with the Closing. Notwithstanding anything to the 
contrary in this paragraph, the obligations of Seller pursuant to Paragraphs 14 and 24 hereof shall 
be independent of and shall not be modified, abrogated, or otherwise affected by the limitation of 
Seller’s liability as set forth in th is paragtaph. 

(b) Followina Closing. If, after Closing, Seller shall breach any of the terms 
or provisions of this Agreement, or if it shall be determined by a court of competent jurisdiction 
that Seller breached any of the representations, warranties or covenants made by Seller at, or as 
of, the Closing, or if Sdler otherwise defaults in its post-closing obligations, Buyer shall have, in 
addition to the rights and remedies set forth elsewhere in this Agreement and/or in any 
documents or instruments delivered to Buyer at the Closing, any right or remedy available at law 
or in equity, inciuding the right to demand and have specific performance; provided, however, 
that Buyer shall only be entitled to seek recovery of actual out-of-pocket damages which directly 
result kom Seller’s breach, Buyer hereby waiving and covenanting not to assert any right to seek 
or obtain any other damages (including, but not limited to, incidental or consequential damages) 
resulting from Seller’s breach; and provided, further, that except in the case of Seller’s fraud, 
Buyer waives any right to rescind the sale and purchase transaction. 

19. Condemnation. Should all or any part of the Property be taken by eminent 
domain proceedings prior to Closing, or, prior to Closing, should any governmental authority 
issue notice of any taking or proposed takhg of all or any part of the Property, Buyer may 
terminate this Agreement in its entirety @ut not in pat) by sending written notice thereof to 
Seller and Escrow Agent on or before the earlier o f  tea (10) days after Buyer receives actual 
notice of the taking (or proposed taking) and the Closing Date. If Buyer does not elect to so 
terminate this Agreement, then this Agreement shall remain in full force and effect and Seller 
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shall remit, or credit to Buyer at Closing, all monies received by Seller by reason of such taking 
and/or shall assign to Buyer all of Seller’s claim to such compensation or award. 

20. Apportionment and Incidental Costs. Escrow fees will be divided evenly 
between Seller and Buyer. Seller shall pay 8fz amount equal to the premium for standard owner’s 
coverage and Buyer shall pay the additional premium for any extended or other coverage 
obtained by Buyer for the Title Policy to be delivered pursuant to Pmmnh 6. All costs incident 
to Buyer’s financing of the Property, if any, shall be paid by I3uyer. Any otha costs incurred in 
the transfer of the Property from Seller to Buyer shall be paid in accordance with the customs of 
real estate transactions presently in effect in Pinal County, Arizona, as determjned by Escrow 
Agent, Property taxes based upon the latest available tax bill from the Pinal County Assessor, 
shall be prorated as of the Closing, and shall be assumed and paid thereafier by Buyer. Unless 
the Property has been separately assessed as of the Closing, Escrow Agent shall use as a basis for 
the tax proration a pro rata portion of the amount shown for real property taxes in the most recent 
tax bill issued for the assessor’s parcel of which Property is a part. The allocation of taxes 
between the Property and the balance of the property covered by such tax bill shall be 
determined by multiplying the amount shown ‘in such tax bill by a fraction, the numerator of 
which shall be the square footage contained in the Property and the denominator of which shall 
be the square footage contained in such assessor’s parcel; provided, however, in no event shall 
Buyer be assessed for any portion of such tax which relates to improvements upon the balance of 
the property covered by the tax bill. At Closing, Seller shall be charged for the Seller’s portion 
of the taxes for the year in which the Closing occurs, if unpaid, and prior years’ taxes, if unpaid, 
and Buyer shall be responsible for paying taxes for the year pertaining to the Closing, if unpaid. 
At Closing, all general and special assessments pertaining to the Property and all improvqnent 
district assessments will be prorated to the date of Closing. 

21. No Partnershim Third Person. It is not intended by this Agreement to, and 
nothing contained in this Agreement shall, create any partnership, joint venture or other 
arrangement between Seller and Buyer. No term or provision of this Agreement is intended to 
benefit any person, partnership, corporation or other entity not a party hereto (including, without 
limitation, any broker), and no such other person, partnership, corporation or entity shall have 
any right or cause of action hereunder. 

22. Assienment. 

(a) Assignment. Buyer shall not voluntarily or by operation of law assign or 
otherwise transfer or encumber all or any part of Buyer’s interest in this Agreement or in the 
Property, without first obtaining the prior written consent of Seller. Any attempt to assign, 
transfer or encumber in violation of this Paragraph shall be void and shall be a breach of this 
Agreement. Notwithstanding the foregoing, Buyer may assign its interest hereunder to a 
Permitted Transferee (as hereinafter defined); provided, however, that any assignment pursuant 
to this Pararzraph22 shall be conditioned upon delivery to Seller of written notice of such 
assignment together with an executed copy of documents pursuant to which such assignee 
assumes all of Buyer’s covenants under this Agreement and agrees to be bound by all of the 
terms, conditions and provisions hereof Notwithstanding such assignment and assumption, the 
Buyer hereunder shall not be released fiom any obligation under this Agreement. Seller shall 
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have the right to review and approve, in Seller’s sole discretion, such assignment and assumption 
agreement. 

(b) Permitted Transferee. As used herein, ‘Termitted Transferee” shall mean 
any entity controlling, controlled by, or under common control with, Buyer including any limited 
partnership or limited liability company whose general partner or majority member is Buyer, or 
is controlled by, or under common control with, Buyer. 

(c) Reliance. Buyer agrees that Seller shall be entitled to obtain injunctive 
relief fiom a court of competent jurisdiction in the event o f  Buyer‘s default or threatened default 
in the perfionname of this covenant and that Seller shall be awarded a judgment for reasonable 
attorneys’ fees, expert witness fees, pre-trial discovery costs and all other costs and fees as part of 
any injunctive relief granted by the Court. 

23. Notices. All notices and other communications required or permitted hereunder 
shall be in writing and shall be given by personal delivery, facsimile transmission, overnight 
courier or by deposit in the United States mail, first class, registered or certified, return receipt 
requested, postage prep&& correctly addressed to the intended recipient at the address shown 
below: 

Buyer: 

Seller: 
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CORONADO UTILKES, ZNC 
c/o Pivotal Utility Mgmt. 
6825 E. TeMeSee Ave. 
Suite 401 
Denver, CO 80224 
Attention: Jason Williamson 

Manager 
Phone: (303) 333- I250 

BHP COPPER INC. 
San Manuel Operations 
200 S. Veterans Memorial Blvd. 
San Manuel, Arizona 8563 1 
Attention: Mr. Gerald Brunskill 

Phone: (520) 385-3241 
Manager, Closure Operations 

and to: 

BKP COPPER INC. 
San Manuel Operations 
200 S. Veterans Memorial Bivd. 
San Manuel, Arizona 8563 1 
Attention: Mr. Joe Vollcmann 

Phone: (520) 385-3145 
Contract Administrator 
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With a copy to: 

If to Escrow Agent: 

BRYAN CAVE LLP 
Two North Centra1 Avenue, Suite 2200 
Phoenix, Arizona 85004-4406 
Attention: Lucas J. Narducci, Esq. 
Fax: (602) 364-7070 

FIRST AMERICAN TlTLE 
JNSURANCE COMPANY 
4801 East Washington, Suite 110 
Phoenix, AZ 85034 
Attentiow Carol Peterson 
Fax: (602) 685-7580 

Such notices and other communications shall be deemed to be given and received as follows: (i) 
upon actual receipt, if delivered personally; (ii) upon actual delivery, if delivered by overnight 
courier; or (iii) three (3) days following deposit in the mail, if delivered by mail. The parties and 
Escrow Agent may, &om time to time, designate a different address by written notice given in 
the manner provided for above, not less than three (3) days prior to the effective date of the 
change. 

24. Attornevs' Fees. If either party commences litigation or other legal proceedings 
against the other party for a default hereunder or to enforce the provisions hereoc the prevailing 
party in any such- proceeding shall be entitled to recover its costs and expenses, including 
rea~o~able attorneys' fees and expert witness fees, with attorneys' fees to be determined by the 
court and not a jury in any such litigation. 

25. Entire Alrreement. This Agreement, together with any exhibits and other 
matters attached hereto andor incorporated herein by this reference, constitutes the entire 
contract and agreement between the parties. All terms, conditions, representations, warranties, 
understandings and interpretations contained in any other written or oral communications 
between the parties are superseded. In executing this Agreement, the parties acknowledge that 
they are relying solely on the matters set forth herein and not on any other inducements, written 
or oral, by the other party or any agent, employee or representative thereof. 

26. Further Instruments. Each party, promptly upon the written request of the other 
or Escrow Agent, shall execute (and have acknowledged, if appropriate) and deliver to the other 
or to Escrow Agent, or as may be otherwise reasonably designated, all additional instruments 
reasonably requested to evidence or give effect to this Agreement, whether the request is made 
before or after the Closing. 

27. Modification of Agreement No modification of this Agreement shall be 
effective unless it is in writing and is signed by all parties hereto. 

28. Waiver. No waiver of any tenn or condition of this Agreement shall be effective 
unless it is in writing and is signed by the party against whom enforcement of the waiver is 
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sought, and then only in the particular circumstances specified. No failure by a party to exercise 
any right or privilege provided for herein, or to require timely performance of any obligation 
herein in strict accordance with the provisions hereoE, shall preclude the exercise of such rights 
or privileges or the enforcement of such obligations in different circumstances or upon the 
reoccurrence of the same or similar circumstances. Moreover, the exercise of any remedy 
provided for at law, in equity, or herein shall not by implication preclude the exercise of any 
other remedy except when, and then only to the extent that, the other remedy is expressly 
forbidden or limited by the provisions hereof. 

29. Time Periods. As used in this Agreement, the term “‘business day” shall mean a 
day that is not a Saturday, Sunday or federal or State of Arizona legal holiday. If the time fixed 
for performance of any obligation hereunder expires on a day that is not a business day, the 
deadline shall be extended automatically to the next day that is a business day. Except as may be 
otherwise expressly provided herein, the time for performance of any obligation hereunder shall 
expire at 5:OO p.m. (phoenix time) on the last day of the period allowed hereunder. 

30. Time of the Essence. Time is of the essence for performance or satisfaction of 
afl requirements, conditions, or other provisions hereof, 

31. This Agreement shall be governed by and consfmed in 
accordance with the laws of the State of Arizona without giving effect to the principle of 
conflicts of law. 

Applicable Laws. 

32. Construction. As used in this Agreement, the masculine, feminine and neuter 
gender and the singuIar or plural shalI each be construed to include the other whenever the 
context so requires. This Agreement shall be construed as a whole and in accordance with its 
fair meaning, without regard to any presumption or rule of construction causing this Agreement 
or m y  part of it tu be construed against the party causing the Agreement to be written. The 
parties acknowledge that each has had a full and fair opportunity to review the Agreement and to 
have it reviewed by counsel. If any words or phrases in this Agreement have been stricken, 
whether or not replaced by other words or phrases, this Agreement shall be construed (if 
otherwise clear and unambiguous) as if the stricken matter never appeared and no inference shall 
be drawn from the former presence of the Stricken matters k~ this Agreement or fiom the fact that 
such matters were stricken. 

33. Inurement. Subject to the terms of Pmmph22, this Agreement shall be 
binding upon and shall inure to the benefit of the heirs, personal representatives, successors and 
permitted assigns of the respective parties. 

34. IRS Real Estate Sales Reporting. Buyer and Seller hereby appoint Escrow 
Agent as, and Escrow Agent agrees to act as, “the person responsible for closing” the 
transactions which are the subject of this Agreement pursuant to Internal Revenue Code of I986 

6045(e). Escrow Agent shall prepare and file the informational return @IS Form 1099-B) 
required by and othenvise comply with the terms of Internal Revenue Code 6 6045(e). Escrow 
Agent further agrees to indemnifL and hold Buyer, Seller and their respective attorneys hannless 
for, fiom and against all claims, costs, liabilities, penalties or expenses resulting from Escrow 
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Agent’s failwe to file the appropriate reports and otherwise comply with the terms of the Tntemal 
Revenue Code pursuant to this paragraph. 

35. Descrbtive Headings. The descriptive headings of the paragraphs, 
subparagraphs and other portions of this Agreement are inserted for convenience only and shall 
not control or affect the meaning or construction of any provisions herein. 

36. Counterparts. This Agreement may be executed in counterparts, each of which 
may contain fewer than all signatures but all of which, together, shall constitute a single 
instrument. Fax signatures shall be acceptable as original signatures. 

37. 
shall be recorded. 

Recordation. Neither this Agreement nor any memorandum of this Agreement 

38. Survival. In addition to those provisions of this Agreement that are specifically 
stated to survive Closing, all obligations (including, without limitation, indemnities) of the 
parties under this Agreement shall (unless otherwise specifically stated herein to the contrary) 
survive Closing and shall not merge into the Deed or any other document or instrument delivered 
or executed at Closing. 

39. Severabilify. Wherever possible, each provision of this Agreement shall be 
interpreted in such manner as to be valid under applicable law, but if any provision shall be 
invalid or prohibited hereunder, such provision shall be ineffective to the extent of such 
prohibition or invalidation but shall not invalidate the remainder of such provision or the 
remaining provisions. 

40. Disaute Resolution. 

(a) Prior to the initiation of any litigation, the parties shall attempt to settle 
and resolve any disputes, controversies or claims (a “Dispute”) through good faith non-binding 
meetings, mediation or other mutually acceptable rheans of resoIving such dispute. 

(b) The party seeking to resolve such Dispute shall give the other party 
written notice describing in reasonable detail such dispute and the proposed remedy (the 
‘’Diispute Notice”). 

(c) Within thirty (30) days of receipt of the Dispute Notice the other party and 
their attorneys, and a mediator if such parties mutually agree, &all meet in 8 good faith attempt 
Using reasonable efforts to resolve such dispute and reach a compromise and settlement. 

(d) All written correspondence, verbal statements and all other 
communications of any kind or nature &at are exchanged, occur or are otherwise disseminated 
during such resolution efforts shall be confidential and not subject to disclosure to any other 
person, nor subject to discovery in any ensuing litigation. 

(e) The parties agree that during the time such resolution efforts are 
underway, any limitation period prescribed by statute for such Dispute shall be tolled. 
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(f) The parties may elect in a separate written instrument to pursue binding 
arbitration OT other binding means of resolving the Dispute, and in such event the provisions 
contained in such instrument shall supersede this Paragraph and shall govern the resolution of 
such Dispute. 

(g) If, despite such resolution efforts, the parties are unable to reach 
settlement or compromise and have not elected to enter into an agreement contemplating binding 
arbitration or other such binding means of resolving the Dispute, then, at any time after the 
expiration of the ninety (90) day period following the date of the Dispute Notice, either party 
may serve the appropriate demand letter and initiate litigation. 

(h) Notwithstanding the foregoing provisions, either party may seek 
pdiminary injunctive relief in its judgment, such action is necessary to avoid irreparable 
damage during the pendency of the resoIution of the Dispute including seeking legal action to 
protect the public interest of the community of San Manuel. Accordingly, each of the parties 
agrees that, without posting bond or otha undertaking, the other party shall be entitled to seek an 
injunction or injunctions to prevent breaches or violations of the provisions of this Agreement 
and to enforce specifically this Agreement and the terms and provisions hereof. 

[SIGNATURES ON FOLLU WING PAGE] 

469927.11 [l Yl/2004] 
0178313 25 



IN WITNESS WHEREOF, the parties have executed this Purchase Agreement as of the 
date first set forth above. 

BUYER: 

CORONADO UTILITIES, INC., 
an Arizonyxpration 

N d e :  Jason Williamson 

.. 

SELLER 

B€IP COPPER INC, 
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ESCROW AGENT: 

Escrow Agent hereby (i) agrees to be bound by the provisions hereof applicable to Escrow 
Agent, and (ii) agrees to the terms of Parawwhs 3(ah 6 and 34. 

FIRST AMERICAN TITLE INSURANCE 
COMPANY A 

469927.1 1 [11/1/2004] 
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EXHIBIT A 

PRINTED INSTRUCTIONS 

(1) Escrow Agent is authorized to take all appropriate action necessary to 
comply with this Agreement. 

(2) All money payable shall be paid to Escrow Agent, unless otherwise 
specified. Unless 
otherwise specified, all funds received by Escrow Agent shall be deposited by Escrow Agent in 
any State or National Bank (FDXC insured), or as otherwise directed in writing by Seller and 
Buyer. Escrow Agent shall be under no obligation to disburse any funds represented by check or 
draft and no check or draft shall be payment to Escrow Agent in compliance with any of the 
requirements hereof until it is advised by the bank in which it is deposited that such check or 
draft has been honored. , 

Disbursement of any funds may be made by check of Escrow Agent. 

(3) Buyer and Seller shall deposit with Escrow Agent all documents necessary 
to complete the sale as established by the terms of this Agreement. 

(4) When this Agreement and all title requirements have been complied with 
(including without limitation all conditions set forth in any closing instructions agreed to by 
Escrow Agent), Escrow Agent shall deliver, file or record in the appropriate public office all 
necessary documents, disburse all funds and instruct the title company to issue the appropriate 
title insurance policy(ies). 

( 5 )  Escrow Agent may resign upon ten (10) days Written notice to the parties; 
provided that Escrow Agent shall transfer the Escrow together with all documents and funds to 
an escrow agent acceptable to both Seller and Buyer, or if Seller and Buyer cannot agree upon an 
acceptable escrow agent, then Escrow Agent shall have the right to resign and interplead all 
funds and documents to a court of competent jurisdiction. 

(6) Escrow Agent may at its election, in the event of any conflicting demands 
made upon it concerning the Agreement, hold any money and documents deposited hereunder 
until it receives mutual instructions by all parties or until a civil action shall have been concluded 
in a court of competent jurisdiction, determining the r ights of the parties.. In the altemative, 
Escrow Agent may at anytime, at its discretion, commence a civil action to interplead my 
conflicting demands to a court of competent jurisdiction. 
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E X " B  

LEGAL DESCRIPTION OF LAND 

San Manuel Sewer 
Parcei One 

Legal Description 

A parcel of land located in Section 28, Township 9 South, Range 17 East, of the Gila and 
Salt River Base and Maidian, Pinal County, Arizona described as follows; 

Commencing at the southwest corner of said Section 28; thence North 52 degrees 59 
minutes 37 seconds East for a distance of 1280.96 feet to a point; thence North 57 degrees 29 
minutes 40 seconds East €or a distance of 272.14 feet to a point; thence North 34 degrees 56 
minutes 36 seconds West for a distance of 71.30 feet to the point of beginning of the Land to be 
described; 

THENCE North 34 degrees 56 minutes 36 seconds West for B distance of 721.58 feet to a 
fence corner. 

THENCE South 56 degrees 40 minutes 25 seconds West for a distance of 162.85 feet to a 
fence comer. 

THENCE North 43 degrees 17 minutes 57 seconds West for a distance of 492.68 feet to a 
set one-half inch rebar. 

THENCE North 54 degrea 59 minutes 48 seconds East for a distance of 930.19 feet to a 
fence comer. 

THENCE North 70 degrees 19 minutes 33 seconds East for a distance of 359.58 feet to a 
set one-half inch rebar. 

THENCE South 32 degrees 08 minutes 24 seconds East for a distance of 817.73 feet to a 
set one-half inch rebar. 

THENCE South 00 degrees 27 minutes 52 seconds East for a distance of 491.92 feet to a 
set one-half inch rebar. 

THENCE South 57 degrees 29 minutes 40 seconds West for a distance of 682.12 feet to a 
set one-half inch rebar. 

THENCE North 56 degrees 22 minutes 51 seconds West for a distance of 77.91 feet to 
the point of beginning. 

Together with and subject to covenants, easements, and restrictions of record. 

Said nropertv contains 30.774 acres more or less. 
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San Manuel Sewer 
Parcei Two 

Legal Description 

A parcel of land located in Section 28, Township 9 South, Range 17 bt, of the Gila and 
Salt River Base and Meridian, Pinal County, Arizona descriied as follows; 

Commencing at the Southwest comer of said Section 28, Thence North 55 degrees 18 
minutes 39 seconds East for a distance of 2638.18 feet to the point of beginning of the land to be 
described; 

THENCE North 28 degrees 29 minutes 25 seconds West for a distance of 1 112.39 feet to 
the PC of a curve being a set onehalf inch rebar. 

THENCE along a curve to the 1eR having a radius of 502.16 feet and an arc length of 
102.53 feet, being subtended by a chord of North 34 degrees 20 minutes 28 seconds West for a 
distance of 102.35 feet to the PT of a curve being a set onehalf inch rebar. 

THENCE North 43 degrees 47 minutes 47 seconds East for a distance of 643.53 feet to a 
set one-half inch rebm. 

THENCE North 54 degrees 59 minutes 48 seconds East for a distance of 16.88 feet to a 
set onehalf inch rebar. 

THENCE North 11 degrees 22 minutes OS seconds West for a distance of 162.93 feet to 
the comer of a chain link fence. 

THENCE North 55 degrees 50 minutes 36 seconds East for a distance of 870.90 feet to 
the comer of a chain link fence. 

THENCE South 33 degrees 57 minutes 38 seconds East for a distance of 1542.63 feet 
along an existing chain link fence to a fence corner. 

THENCE South 57 degrees 29 minutes 40 seconds West for a distance of 15 17.54 feet to 
a point h e r d e r  referred to as Point “A”. 

T ” C E  South 57 degrees 29 minub 40 seconds West for a distance of 167.62 feet to 
the point of beginning. 

Subject to a 30 foot wide roadway easement the centerline of which is described as 
follows; Commencing at the above mentioned Point “A.” Thence North 1 1 degrees 11 minutes 
42 seconds West for a distance of 1464.48 feet to the end of the easement. 

Together with and subject to covenants, easements and restrictions of record. 

Said property contains 53.123 acres more or less. 
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EXIBWIT C 

PERSON% PROPERTY 

1. Backhoe 91 BHO-012, 1987 CASE, 580 K Model 

2. PickupTruck 90 PTK - 085 

3. High Pressure Pipe Cleaner 

.. 
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EXHIBITD 

PROPERTY INFORMIATION 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

Note: 

Environmental Phase I Report by Brown & Caldwell 

EnvironmentaI Assessment - Phase II Report by Brown & Caldwell 

Average Rain Data for 2002,2003 and 2004 

Wastewater M o w  to The Sewer Plant For 2002,2003 and 2004 

Contour maps of the Sewer Plant Area 

San Manuel Town - Aerial View 

Golf Course - Water Usage Data for Fiscal Year 2003 &2 2004 

Reclaim water line - General Layout 

All available drawings of the San Manuel Town, Wastewater collection system, 
Wastewater Treatment Plant., Lifk Stations. The detailed list is shown below. 

SAN MANUEL - WASTEWATER T R E A T ~ N T  SYSTEM 

DRAWING LIST 

OTSM ---- Original Townsite Of San Manuel 

469927.11 I1 1/1/2004] 
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15 - Replat Of Amended Plat of The OTSM - Blocks 30 Thru 34 and w/ BHP 
Block 38 1 

16 1 m 735 San Manuel (SM) - Trailer Court: wl BID? 
17 1 F757- 1 SM - Trailer Park Lift Station - Location Map & Gen. Notes w/ BHP 
18 F757-2 SM - Trailw Park Lifl Station - Plan, Section & Details . w/ BHP 

20 226-3-0 1 w/ BHP 
19 F 757 - 3 SM - Trailer Park Lift Station - Electrical -Sections & Details wl BHP - 

SM Trailer Park Sewage - Pump Sump & Manhole - Plan, 
I 

21 1 SK-472-A 
Sections i?z Details 

Relocation Of 4" TraiIer Court EffIuent Line wf BKP 
2 2 1  SK-614 4 " Sewer Line Reroute - Concentrate Storage Bunker 

34 

w/ BNP 

23 
24 

F371-1 I SM GoIf Club - Sewage Disposal System Sheet 1 of 2 1 w/ BHP 
F371-2 1 SM Golf Club - Sewage Disposal System Sheet 2 of 2 wl BHP 

25 SM - Mobile Home Park - Sewer Plans - Sheet 1 of 16 
26 Mobile Home Park- Sewer Plans Line A - Sheet 2 of 16 

28 Mobile Home Park - Sewer Plans Line B & F' - Sheet 4 of 16 
29 Mobile Home Park - Sewer Plans Line C - Sheet 5 of 16 
30 D 74-1 Mobile Home Park- Sewer Plans Line E - Sheet 6 of 16 wl BHOP - 
31 Mobile Home Park- Sewer Plans Line D & G - Sheet 7 of 16 
32 Mobile Home Park- Sewer Plans Line H, I & J - Sheet 8 of 16 

D 74-1 
D 74-1 

D 74-1 
D 74- I 

D 74-1 
D 74-1 

wl BHP 
w/ BHP 

wl BHP 
wl BHP 

w/ BHP 
wl BHP 

27 D 74-1 Mobile Home Park - Sewer Plans Line A - Sheet 3 of 16 wl BKe - 

33 
34 
'35 
36 
37 
38 
39 
40 

D 74-1 
D 74-1 
D 74-1 
D 74-1 
D 74-1 
D 74-1 
D 74-1 
D 74-1 

Mobile Home Park- Sewer Plans Line K - Sheet 9 of 16 
Mobile Home Park- Sewer Plans Line L - Sheet 10 of 16 
Mobile Home Park-Sewer Plans Line M, N, 0 & L-Sh. 11 of 16 
Mobile Home Park-Detd Sheet Gas, Water, Sewer-Sh. 12 of 16 
Mobile Home Park - Sewer Plans Line A - Sheet 13 of 16 
Mobile Home Park- Sewer Plans Line A - Sheet 14 of 16 
Mobile Home Park- Sewer Plans Line A - Sheet 15 of 16 
Mobile Home Park - Sewer Plans Line A - Sheet 16 of 16 

wl BHP 
wl BHP 
wl BHP 
w/ BHP 
w/ BHP 
wl BHP 
w/ BHP 
w1BW . 

41 
42 
43 
44 
45 

121-02 SM- Sewage Disposal Plant - (Title Sheet) w/ BHP 
121-03 
121-04 
121-05 
121-06 

SM - Sewage Disposal Plant - Site Plan - Sheet 2 of 14 
SM - Sewage Disposal Plant - Gen. Layout - Sheet 3 of 14 

SM - Sewage Disposal Plant - Parshall Flume, By-ass Plans & 

w/ BHP 
wl BHF 
w/ BHP 
w/ BHP 

SM - Sewage Disposal Plant - Grading Plan-Sheet 4 of 14 

46 

47 

48 

49 

50 

51 

121-07 

121-08 

121-09 

121-10 

121-1 1 

121-12 

SM - Sewage Disposal Plant - Primary Sedimentation Unit 
plan 62 Sections] - Sheet 6 of 14 

SM - Sewage Disposal Plant - Primary Sedimentation Unit 
F)etails & Sections] - Sheet 7 of 14 

SM - Sewage Disposal Plant - Digester SbucW Details- 
Sheet 8 of 14 

SM - Sewage Disposal Plant - Digester Siudge & Gas Piping & 
Rlisc. Details - Sheet 9 of 14 

SM - Sewage Disposal Plant - Pump House plan & Sections] - 
Sheet 10 of 14 

SM - Sewage Disposal Plant - Pump House & Mise. Details - 

w/ BHP 

wl BHP 

w/ BHP 

w/ BHP 

w/ BH9 

wl BW 



sheet 11  of14 
SM - Sewage Disposal Plant - Sludge Beds, Road Sections & 

Contra1 Box Details - Sheet 12 oE 14 
SM - Sewage Disposal Plant - Oxidation Pond - Sheet 13 of 14 

52 

53 

121-13 

121-14 
54 

55 

56 

MISSING -- SlBCElET 14 of 14 

121-15 

121-7-01 

SM - Sewage Disposal Plant - Wiring Diagrams, Electrical 
layout & Details 

SM - Sewage Disposal Plant - Electrical Instauation, Power & 
Lighting Detads 
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93 
94 
95 
96 

u-5 Sanitary Sewer - Plan Area - “D” wl BHl? 
U-6 Sanitary Sewer - Plan Area - “E” wl BHP 

U-8 Outfall Sewer wl BHP 
u-7 Outfall Sewer I w/ BHP 
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wl BHP 

98 Map Showing Pipeline Easement for outfall Sewer wl BHP 
99 Land Requirements For SM Trailer Court wJ BHP 
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GUARANTY OF PERFORMANCE OF 
OBLIGATIONS UNDER PURCHASE AGREEMENT 

1. The Guaranty. 

1.1 Guarantor’s APreement. In consideration of BHP Copper hc., a Delaware 
corporation (“Sellef‘), whose address is c/o Sm Manuel Operations, 200 S. Veterans Memorial 
Blvd, San Manuel, Arizona 85631, entering into that certain Purchase Agreement dated 
November 1,2004 (the “Purchase Agreement’), by and between Seller and Coronado Utilities, 
Iac., an Arizona Corporation (“Purchaser”) as the same relates to certain real property (the 
“Property”) located in Pinal County, Arizona and more particular described on Exhibit “A”, 
Pivotal Utility Management, LLC, a Colorado limited liability company (“Guarantof’), whose 
address is 6825 East Tennessee Avenue, Suite 401, Denver, Colorado 80224, hereby 
unconditionally and irrevocably, guarantees (the “Guaranty”) to Seller to pay and perform when 
due the Liabilities (defined below) and to pay on demand the Expenses (defined below). Tbis 
Guaranty is absolute, independent and continuing under all circumstances, and is a guaranty of 
payment and performance, not of collection. The Guarantor acknowledges that the Seller has 
given sdficient consideration for this Guaranty by entering into the Purchase Agreement, and 
acknowledges that the Seller is doing so in reliance on each of the terms of this Guaranty and 
that Guarantor wilf derive substantial benefits &om Sella entering into the Purcbase Agreement. 

1.2 Liabilities. For aLl purposes of this Guaranty, the term “Liabilities” shall mean 
the full performance of each and all of the terms, covenants and conditions of the Purchase 
Agreement to be kept and performed by Purchaser, including, without limitation, (i) payment of 
the Purchase Price as set forth in Section4 of the Purchase Agreement, (ii) s a t i smg  the 
Approvals Requirements set forth in Section 7 of the Purrchase Agreement, (iii) complying with 
the development approvals and other submittals set forth in Section 15 of the Purchase 
Agreement, and (iv) completing construction of the improvements and other requiremeats set 
forth in Section 16 of the Purchase Agreement. 

1.3 Expenses. For all purposes of this Guaranty, the term “Expenses” shall mean a31 
attorneys’ fees, court costs, and other legal expenses and all other costs and expenses of any kind 
which the Seller may at any time pay or incur in attempting (a) to cause Purchaser andor 
Guarantor to perform the Liabilities under the Purchase Agreement, (b) to represent Seller in any 
bankruptcy, reorganization, receivership or other proceedings affmting creditors’ rights and 
involving a claim under this Guaranty or the Purchase Agreement, or (c) to foreclose on any 
security given in connection with the performance of the Liabilities. If the Seller pays any such 
cost or expense and GuaMintor fails to pay such amount within ten (10) days following written 
demand, then “Expenses” shall also include interest at the rate of twelve percent (12%) per 
annum on any such payment fiom the date thereof until repayment to Seller in fidl; provided, 
however, that in the event of any litigation between Guarantor and Seller involving this 
Guaranty, the prevailing party in such action shall be entitled to recover from the other party in 
such action, such SUR as the court shall fix as reasonable attorneys’ fees and expenses incurred 
by the prevailing party. 
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2. Ameernents. The Guarantor hereby agrees as follows: 

l -  

2.1 Certain Permitted Actions of the Seller. The Seller may Corn time to time, in 
its sole discretion and without notice to Guarantor, take any of the following actions without in 
any way affecting the obligations of Guarantor: (a) enforce this Guaranty against Guarantor for 
the payment and/or performance of any of the Liabilities, whether or not the Seller shall have 
(A) proceeded against the Purchaser or any other party primarily or secondarily obligated with 
respect to any of the Liabilities or (I3) resorted to or exhausted any other remedy or any other 
security or collateral; (b) foreclose on, take possession of or sell any of the security for the 
Purchase Agreement or enforce any other rights under any other documents or instruments 
securing or otherwise relating to the Purchase Agreement; and (c) take action against Purchaser 
or other obligors to enforce the Purchase Agreement. 

2.2 Subordination. Guarantor hereby subordinates, and shall cause any entity which 
directly or indirectly controls Guarantor (an “AEfiliate”) to subordinate, any claims or liens of 
such Afiiliate against the Purchaser of any kind to all of the Liabilities and the Expenses and to 
any other claims or liens of the Seller against the Purchaser or its property. Upon any notice by 
the Seller to the Purchaser or Guarantor of any default with respect of the Liabilities, Guarantor’s 
m a t e s  shall enforce any of their claims or liens as trustee for the Seller, and shall cause any 
receipts to be paid over to the Seller on account of the Liabilities without affecting in any m w e r  
the liability of Guarantor under this Guaranty except to the extent of such payment. Prior to 
receipt of such notice, Affiliate and Guarantor may conduct business activities in the ordinary 
come and any receipt of payments or other amounts on account- o f  such activities shall not be 
subject to the provisions of this Section. 

2.3 Certain Events Not Affecting Obligations of Guarantor. The obligations of 
the Guarantor hereunder sh l l  not be affected by any of the following: (a] the release or 
discharge of the Purchaser in any creditors’, receivership, bankruptcy, reorganization, 
insolvency, or other proceeding; (b) the rejection or disaffirmance in m y  such proceeding of the 
Purcfiase Agreement; (c) the impairment or modification of the Purchase Agreement, or of any 
remedy for the enforcement thereof, or of the estate of the Purchaser in bankruptcy, resulting 
fiom any present or future federal or state bankruptcy law or any other law of any kind or .from 
the decision or order of any court or otber governmental authoriw, (d) my disability or defense 
of the Purchaser, except the defense of payment in full with respect to a solely monetary 
obligation and not any performance obligation; (e) the cessation of the liability of the Purchaser 
for any cause whatsoever; (0 any sale, assignment, transfer or other conveyance (including my 
conveyance in lieu of foreclosure or any collateral sale pursuant to the Uniform Commercid 
Code) of any of the security for the Purchase Agreement, regardless of the amount received by 
the Seller in connection therewith, &)the assumption of any obligations of Purchaser or 
Guarantor by any person or (h) any disability or defense of any kind now existing of Guarantor 
with respect to any provision of this Guaranty. 

2.4 No Obligation of Seller Rep;ardjng Security Interest. The Seller shall have no 
obligation to obtain, perfect or retain a security interest in any property to secure the Purchase 
Agreement or this Guaranty, or to protect or insure any such property or interests. 
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3. Waivers. Guarantor hereby expressly waives: 

3.1 Notices. Notice of the acceptance by the Seller of this Guaranty, notice of the 
existence, creation, non performance or non payment of the Purchase Agreement (including any 
of the Liabilities), presentment, demand, notice of dishonor, protest, notice of protest, and all 
other notices except any specifically required by this Guaran@, 

3.2 Disclosures about Purchaser. Any obligation the Seller may have to disclose to 
Guarantor any fads the Seller now or hereafier-may know or have reasonably available to it 
regarding the Purchaser or its financial condition, whether or not the Seller has a reasonable 
opportunity to communicate such facts or has reason to believe that any such facts are unknown 
to Guarantor or materially increase the risk to Guarantor beyond the risk Guarantor intends to 
assume hereunder. Guarantor shall be Mly respomile for keeping informed of the financial 
condition of the Purchaser and of all other circumstances bearing on the risk of non payment or 
non performance of the Liabilities; 

3.3 Diligence in Collection. AII diligence in collection of the Liabilities, any 
obligation hereunder, or any guaranty or other security for any of the foregoing 

3.4 Benefit of Certain Laws. The benefit of all appraisement, valuaiion, 
marshalling, forbearance, stay, extension, redemption, homestead, exemption and moratorium 
Jaws now or h e r d e r  in effect. Guarantor hereby waives the provisions of A.R.S. 4 12 1641, et 
seq., A.R.S. 8 44-142, and Rule 1 7 0  of the Arizona Rules of Civil Procedure, and any similar 
existing or future laws r&pihg Seller to proceed against Purchaser before proceeding against 
Guarantor; 

3.5 Certain Defenses. Any defense based on the incapacity, lack of authority, death 
or disability of any other person or entity or the failure of the Seller to file or enforce a claim 
against the estate of any other person or entity in any administrative, bankruptcy or other 
proceeding; 

3.6 Election of Remedies Defense. Any defense based on an election of remedies by 
the Seller, whether or not such election may affect in any way the recourse, subrogation or other 
r ights of Guarantor against the Purchaser or any other person in connection with the Liabilities; 

3.7 Defenses Relating; to Collateral Sale. Any defense based on the failure of the 
Seller to (a)provide notice to the Guarantor of a sale or other disposition (including any 
collateral sale pwsuant to the Uniform Commercial Code) of any of the security for the 
Liabilities, or (b) conduct such a sale or disposition in a commercially reasonable m m e q  

3.8 Defenses Relating; to Purchase Agreement Administration. Any defense based 
on the negligence of the Seller in administering the Purchase Agreement, or taking or failing to 
take any action in connection therewith, and 
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3.9 Riqht to Enforce Seller’s Remedies. Any right to enforce any remedies or to 
participate in any security the Seller now has, or later may have, against the Purchaser, whether 
by subrogation or otherwise, until the Purchase Agreement, the Liabilities, Purchaser’s other 
obligations to the Seller and this Guaranty have been satisfied in full. 

4. MisceHaaeous. 

4.1 Continuinp Guaranty. This Guaranty shall in alI respects be a continuing 
guaranty, remaining in full force and effect until the termination of the Purchase Agreement and 
satisfaction of all obligations accrued pursuant to the terms of this Guaranty prior to the 
tqmination of the Purchase Agreement. 

4.2 Successors and Assigns. All obligations under this Guaranty shall be binding 
upon the Guarantor, and upon its legal representative-s, successors and assigns and shall inure to 
the benefit of Seller and its legal representatives, successors and assigns. 

43 Legal Tender of United States. All payments hereunder shall be made in coin or 
currency which at the time of payment is Iegd tender in the United States of America for public 
and private debts. 

4.4 Time of Essence. Time is of the essence of this Guaranty. 

4.5 Captions; Gender. Any capitalized term not defined herein but defined in the 
Purchase Agreement shall have the same meaning herein as it has in the Purchase Agreement. 
With respect to any reference in this Guaranty to any defined term: (a) if such defined term refers 
to a pason, or a trust, corporation, partnership or other entity, then it shall also mean all heirs, 
personal representatives, successors and assigns of such person or entity; and (b) if such d e h e d  
term refers to a document, instrument or agreement, then it shall also include any replacement, 
extension or other modification thereof. Captions contained in this Guaranty in no way define, 
l i t  or extend the scope or intent of their respective provisions. Use of the masculine, f-e 
or neuter gender and of singular and plural shall not be given the effect of any exclusion or 
limitation herein. 

4.5 Notices. Any notices that the Seller or Guarantor may give hereunder shall be in 
writing and shall be deemed given upon the earlier of receipt, or the third business day aRer 
being deposited by registered or certified United States mail, postage prepaid, addressed to the 
recipient at its address set forth above. Any party may specify another address for receipt of 
notices hereunder by a notice given as provided herein. Nothing in this notice provision shall be 
construed as a requirement that Seller give any notice under this Guaranty. 

4.6 Entire Agreement. This Guaranty constiMes the entire agreement of the 
Guarantor for the benefit of the Seller and supersedes any prior agreements with respect to the 
subject matter hereof. 
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4.7 No Modification witbout Writing; This Guaranty may not be terminated or 
modified in any way nor can any right of the Seller or any obligation of Guarantor be waived or 
modified, except by a writing signed by the Seller and Guarantor. 

4.8 Indeeendent Obligations. The obligations of Guarantor hereunder are 
independent of the obligations of Purchaser. In the event of any default hereunder, the Seller may 
institute a separate action against Guarantor with or without joining or instituting a separate 
action against Purchaser or any other obligor. 

4.9 Severabilitv. Each provision of this Guaranty shall be interpreted so as to be 
effective and valid under applicable law, but if any provision of this Guaranty shall in any 
respect be ineffective or invalid under such law, such ineffectiveness or invalidity shall not affect 
the remainder of such provision or the remaining provisions of this Guaranty. 

4.10 Cumulative. The obligations of Guarantor hereunder are in addition to any other 
obligations it may now or hereafter have to the Seller, and shall not be affected in any way by the 
delivery to the Seller by‘the Guarantor or any other guarantor of any other guaranty. All rights 
and remedies of the Seller and all obligations of the Guarantor under this Guaranty are 
cumulative; without limitation, the Seller’s exercise of its rights to any security shall in no way 
limit any right or remedy of the Seller against Guarantor. In addition, the Seller shall have all 
rights and remedies available to it in law or equity for the enforcement of this Guaranty. 

4.11 Effect of Seller’s Delav or Action. No delay by the SeIler in the exercise of any 
right or remedy shall operate as a waiver thereoc and no single or partial exercise by the Seller 
of any right or remedy shall preclude any other exercise thereof or the exercise o f  any other right 
or remedy, No action of the Sella permitted hereunder shdl in any way impair or otherwise 
affect any right of the Seller or obligation of Guarantor under this Gwanty. The Sella shall not 
be liable in any way for any decrease in the value or marketability of any property securing any 
of the Liabilities which may result from any action or omission of the Seller in enforcing any 
part of this Guaranty. 

4.12 Venue. Guarantor agrees that all actions or proceedings arising directly, 
indirectly or otherwise in connection witb, out of, related to or from this guaranty shall be 
litigated, at Seller’s sole discretion and election, only in courts having a situs within the county 
of Maricopa, State of Arizona. Guarantor hereby consents and submits to the jurisdiction of any 
local, state or fderal court located within said county and state. Guarantor hereby waives any 
right it may have to transfer or change tbe venue of any litigation brought against it by Seller on 
this Guaranty in accordance with this paragraph. 

4.13 Governinrr Law. This Guaranty has been delivered at Phoenix., Arizona, and 
shall be construed under and governed by the internal laws of the Sate of Arizona. 

Remainder of page intentionally left blank. Signature page follows] 
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IN WITNESS WEEREOF, this Guaranty is executed as ofNovember 1,2004. 

469927.11 [11/1/2004] 
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Attention: 

SPECIAL WARRANTY DEED 

For good and valuable consideration, the receipt and sufficiency of which are hereby 
acknowledged, BHP COPPER INC., a Delaware corporation (“Grantor‘? hereby grants, sells 
and conveys to CORONADO UTIcLmIES, IINC., an Arizona corporation (“Grantee”), the 
following real property situated in Pinal County, Arizona, together with all rights and privileges 
appurtenant thereto, (the “Property”) but excluding all mineral rights appurtenant to the Proper@ 

See Exbibit “A” attached hereto, 

SUl3JECT TO all current taxes; assessments; patent reservations; all covenants, 
C O R ~ ~ ~ ~ O I I S ,  restrictions, reservations, easements, encumbrances, liens, and declarations or other 
matters of record or to which reference is made in the public record; any and all conditions, 
easements, encroachents, rights-of-way, or restrictions which a physical inspection, or accurate 
survey, of the Property would reveal; and the applicable zoning and use regulations of any 
municipality, county, state, or the United States affecting the Property. 

FURTHER SUBJECT TO the restriction that any water rights appurtenant to the Property 
shall only be available for use on the Property in cumection with the operation thereof and for 
no other use. Grantee ackaowledges that Grantor and/or its affiliates is (are) the owner(s) of that 
certain real property described in Exhibit ccB” attached to this Special Warranty Deed (the 
“Benefited Property”) and that the restriction contained in this Special Warranty Deed has 
substantial impact on the value and operation of the Benefited Property. As such , the restriction 
contained in this Special Warranty Deed shall be for the benefit of Grantor and, in addition, shall 
be appurtenant to and for the benefit of the Benefited Property. The restriction contained in this 
Special Warranty Deed shall be a burden upon the Property for the Benefit of Grantor and for the 
benefit of the Benefited Property, and shall be deemed a covenant running with the land. In the 
event of any violation or threatened violation of the restriction contained in this Special Warranty 
Deed, Grantor andor the owner of the Benefited Property shall have all rights and remedies 
available at law or in equity, including the right to enjoin such violation or threatened violation 
in a court of competent jurisdiction. 

AND THE GRANTOR hereby binds itself and its successors to warrant and defend the 
title against the acts of the Grantor and no other, subject to the matters set forth above. 

469927.1 1 [ll/lL?OO4] 
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DATED as of the day of A 2004. 

BEP COPPER INC, a Delaware corporation 

By: 
Ben K. Wichers, President 

.. 

469927.11 [I I/l/2004] 
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STATE OF ARIZONA ) 

county of ) 
) ss. 

The foregoing instrument was acknowledged before me this __ day of Y 

2m-2 by , who acknowledged before me that he is the President of 
BHP COPPER JNC., a Delaware corporation, and that he, in such capacity, being authorized so 
to do, signed the foregoing instrummt, OD. behalf of the company. 

Notary Public 

My Commission Expires: 

469927.11 [I 1/1/2004] 
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Exhibit "A" 
to 

Special Warranty Deed 

Legal Description 

Go be filled in at time of closing in accordance with Exhibit E) 
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BIlLL OF SALE 

For good and valuable consideration, the receipt whaeof is hereby acknowledged, BHP 
COPPER INC., a Delaware corporation, (?3eller"), does hereby sell, transfer, and convey to 
CORONADO UTILITIES, INC., an Arizona corporation ("Buyer"), in accordance with tbat 
certain Purchase Agreement between Seller and Buyer, dated as of ,2004 (the 
"Agreement")y the Property Information, as defined in the Ageement, and, except as excluded 
below, all other tangible and intangible personal property p-g to the Property, as  defined 
in the Agreement (collectively, the "Assigned Property"). 

Buyer accepts such Assigned Property in "AS IS C0M)ITXOM AND WlTE ALL 
FAULTS." Seller specifically disclaims all express or implied warranties (other than that Seller 
has not previously transferred such Assigned Property and, where applicable, has paid for such 
Assigned Property) regardihg the existence or condition of, or title to, such Assigned Propexty, 
including, without limitation, any implied warranties and suitability for a particular purpose. 
Furthermore, to the extent any person or entity asserts a claim against Seller regarding any 
warranties or covenants or otherwise, or to the extent Seller is required to defend against a claim 
regarding any warranties or covenants or otherwise for which Seller would require rights in and 
to the Assigned Property, Seller shall be entitled to pursue a claim against the preparer of such 
Assigned Property or any contractors or subcontractors notwithstanding this Assignment to 
Buyer. This Bill of Sale is subject to the additional terms, covenants, conditions and provisions 
contained in the Agreement, which tenns are incorporated herein and made a part hereof and 
which shall survive Closing and shall not lapse or merge into this Bill of Sale. Notwithstanding 
any contrary provision of this Assignment, the Assigned Property shall exclude any property 
assigned to Buyer by separate assignment pursuant to the Agreement, including, without 
limitation, the Assignment of Plans, the terms of which assignments shall govern the transfer of 
such property interests. 

DATED: 

SELLER: BHP COPPER mC., a Delaware corporation 

By: 

Name: 

Titf e:- 

BUYER: CORONADO UTILITIES, INC, an Arizona corporation 

By: 
Name: 
Title: 
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STATE OF ARIZONA ) 
1 =- 

County of 1 
The foregoing instrument was acknowledged before me this day of 

2 2 o L  by , the O f  
BHP COPPER INC., a Delaware corporation, on behalf of said corporation. 

Notary Public 
My Commission Expires: 

STATE OF AREONA ) 
) ss. 

Countyof f 
The foregoing instrument was acknowledged before me this day of 

, 200, by , the of 
CORONADO UTILITIES, INC., an Arizona corporation on behalf of said corporation. 

Notary Public 

My Commission Expires: 

469927.11 [ll/l/2OW] 
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AFFIDAVIT OF NON-FOREIGN PERSON 

STATE OF ARIZONA 1 

county of 1 
) ss. 

The undersigned, as authorized agent of BHP COPPER INC., a Delaware corporation 
(“Transferor“), after being duly sworn upon his oath deposes and says that: 

Paragraph 1445 of the h t d  Revenue Code provides that a transferee of a US. real property 
interest must withhold tax if the transferor is a foreign person. To inform 

(‘Transferee’’), that withholding of 
tax is not required upon the disposition of Transferor’s interest in the real property desmied on 
Exhibit“A” attached hereto and by this reference included herein, the undersigned hereby 

> a 0  

certifies the followhg. 

(1) Transferor is not a non-resident alien, foreign corporation, foreign 
partnership, foreign trust, foreign estate, or other foreign person 
within the meaning of $ 1445 and $ 7701 of the Internal Revenue 
Code and the treasury regulations promulgated thereunder, 

(2) Transferor’s U.S. taxpayer identification number is: ; 
.. 

(3) Tkfe ro r ’ s  business address is: 

Transferor understands that this certification may be disclosed to the Internal Revenue Service 
by Transferee and that any false statement contained herein could be punished by fine, 
imprisonment, or both. 

Under penalties of perjury Transferor declares that it has examined this certification and to the 
best of its knowledge and belief this certification is true, correct and complete. The undersigned 
agent declares that he has the authority to sign this document on behalf of Transferor. 

BHP COPPER INC., a Delaware corporation 

By: 

Name: 
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STATE OF ARIZONA 1 

county of 1 
) ss. 

The foregoing instrumemt was acknowledged before me this - day of > 
200, by , who acknowledged before me that he 
is the of BHP COPPER INC., a Delaware 
mrporation, and that he, in such capacity, being authorized so to do, signed the foregoing 
instrument, on behalf of the company. 

Notary Public 
My Commission Expires: 

.. 

I 
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Exhibit “A” 
to 

Non-Foreign Affidavit 

Legal Description 

flo be filled in at time of closing -! 

.. 

1 

! 
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EXHIBIT I 

NON-EXCLUSXVE ASSXGNMENT OF CONTRACTS 

THE NON-EXCLUSIVE ASSIGNMENT OF CONTRACTS (“Assignment”) is made as of the 
- day of , 2004, by B W  COPPER INC., a Delaware corporation 
(“Assignor”), for the benefit of CORONADO UTILITIES, INC., an Arizona corporation 
(“h~igaee’~). 

RECITALS 

A. Assignor and Assignee entered into that certain Purchase Agreement dated 
, 2004 (the “Agrsement”), pursuant to which Assignor has agreed to sell and 

Assignee has agreed to buy that certain ‘Troperty” as defined in the Agreement. 

B. In connection with the sale of the Property to Assignee, Assignor desires to 
transfer and assign to Assignee, on a non-exclusive basis, Assignor’s right, title, and interest in 
and to the contracts and plans identified on Exhibit A attached hereto to the extent they relate to 
the Property and any warranties applicable thereto (collectively, the “Contracts”). 

AGREEMENT 

NOW, THEREFOISE, for good and valuable consideration, the receipt and sufficiency of 
which are hereby achowledged, Assignor hereby transfers and assigns, on a non-exclusive 
basis, to Assignee, without any representation or warranty whatsoever, Assignor’s right, title, 
and interest in and to the Contracts. 

BHIP COPPER INC., 
a Delaware corporation 

469927.1 1 [ 11/1/2004] 
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By: 
Name: 
Title: 
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Exhibit A 

Description of Contracts 

1. Service Contract with Bob Hanus - Expiring November, 2004 

2. 

469927.1 f [ 11/1/2004] 
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DELAY F'EE SCEEDULE 

Task 
Issuance of CC&N 

Buyer and Seller agree that the €allowing tasks shall be completed by the target dates set forth 
below. If the task is not completed by such target date, then the payment set forth below shall 
apply for each week tbat the task is not completed; provided that no payment shall apply in the 
event that the target date is not met due to Buyer Excusable Delay, and tbe target date shall be 
extended for a reasonable period of time. In the event a payment is applicable due to Buyer's 
failure to comply with the schedule set forth below, Seller shall give notice of the failure to 
Buyer, and Buyer shall have ten (10) days to pay the applicable amount to Seller. Delay fees are 
not cumulative, other than as noted for issuance of the applicable permits. In no case, therefore, 
will the weekIy pendty for deIays exceed $4,000 per week. 

Tar~et Date Penalty Per Week 
December 1,2005 $2,000 

TssuanceofAPP 
Purchase of Property 

-~ 

December 1,2005 $-2,ooo 
December IS, 2005 $2,000 

469927.11 [11/1/2004] 
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EXHIBIT K 

LEGAL DESCIUPTION FOR 2.231-ACRE PARCEL 
SURROUNDINGEXISTING WWTP 

A parcel of land located in Section 28, Township 9 South, Range 17 East, of the 
Gila and Salt River Base and Meridian, Pinal County, Arizona, described as follows: 

Commencing at the southwest corner of said Section 28; thence North 24 degrees 
08 minutes 21 seconds East for a distance of 1619.33 feet to the point of beginning of the 
land to be described, 

Thence North 43 degrees 17 minutes 57 seconds West for a distance of 492.68 
feet to a point on a fence line; 

Thence North 54 degrees 59 minutes 48 seconds 'East for a distance of 234.38 feet 
along a face line to a point; 

Tbence South 34 degrees 56 minutes 36 seconds East for a distance of 492.29 feet 
to a fence comer; 

Thence South 56 degrees 40 minutes 25 seconds West for a distance of 162.85 
feet to the point of beginning. 

Together With and subject to covenants, easements, and restrictions of record. 
Said parcel to contain 2.23 1 acres more or less. 
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Coronado Utilities, Incorporated 
6825 E. Tennessee Ave., Suite 527 
Denver, Colorado 80244 

Arizona Operations: 

Coronado Utilities, Incorporated 
c/o CT Corporation System 
3225 North Central Avenue 
Phoenix, Arizona 85012 

PRESIDENT 
Jason Williamson 
6825 E. Tennessee Ave., Suite 527 
Denver, Colorado 80244 

. . '  SECRETARY 
John Clingman 
220 Malibu Street 
Castle Rock, Colorado 801 07 

OFFICERS 
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EXECUTED this 17 day of A W S ~  J- lOo4 by all ol the 
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[Prlni Nrme Here] [Pfiinc Name Here] 

'HONE 303-333.1250 FAX 303-331-1257 

Scceptonce of Appolatment By Statutory Agent 

The undersigned bereby acknowledges a!id awepis the appoiatmcnl as statutory agent ofthe 
Ibove.named corporation effective thia f& day of 

J A w  

C T Corporation System 

[If signing on behalf of a company serving as 
statutory agent, print company name here] 



j 

i ! 
! 
i 

i 
I 
I 
.I 

i 
i 
i 

! 

I 

I 
i 
I 

i 
! 
i 

I .  FUII nunc, prior IwRIc(s) mndc~iucs. if us&. 
1. Full 8ieh m e .  
J. Prcionl home nddwr. 
4. Prier ddnziwr (for imnedicuc pwsding 7.yss pc+d). 
I. Dam and location of btnh, 

6. S o a d  Skcurify nutnba. 
7. narun and desuiption of each cnnvicrlon or judiial betion, 

Jets md locna'on, the c o w  ad public ycncy avolvcd and file or 
cbwc number of w e .  

rc Yr.3 No 

IF YOUR ANSWERTO 7"E hBOVEQUESTON IS "YES", YOU MUST ATTACHTHE FOLLOWMG WFORMATfONPOR EACHCORPORATION: 
1. Nunc urd addresr of bc carporadon 
2. Full nmo {including diucs) and ddren of ouch person 

3. S(.ce(s) in whkh lhs carpodon: 

4. Dins of wrporeu openlion. 
S. Orle and c u e  numbcr of Bpnkruplcy or dare 01 

(u) WRI Incorporaled, (b) thr trmramcd bwimm. 
involved. 

mrocatio~Adminimadve: dkrolu Non. 

0. Thc nsccpl yurrnd dopcrd by rhe totparation it cnlendir F a r  . 



BY -LAWS 
OF 

CORONADO UTIJ-,ITIES, INC. 

ARTICLE I 

Offices 

SECTION 1.1. Registeredoffice. The registered office of the 
corporation in the State of Arizona shall be located at C T Corporation System; 3225 N. Central 
Ave.; Phoenix, AZ 85012. 

SECTION 1.2. Other Offices. The corporation may also have offices at 
such other places both within and without the State of Arizona as the Board of Directors may 
fiom time to time determine or the business of the corporation may require. 

ARTICLE 11 

Meetings of Stockholders 

.. SECTION 2.1. AnnualMeeting. The annual meeting of the 
stockholders shall be held on the second Friday in December in each year, if not a legal holiday, 
or, if a legal holiday, then on the next succeeding business day, for the purpose of electing 
directors and for the transaction of such other business as may come before the meeting. If the 
election of directors shall not be held on the day hereinbefore designated for the annual meeting, 
or at any adjournment thereof, the Board of Directors shall cause such election to be held at a 
special meeting of stockholders as soon thereafter as convenient. 

SECTION 2.2. Special Meetings. Except as otherwise prescribed by 
statute, special meetings of the stockholders for any purpose or purposes, may be called and the 
location thereof designated by the President and shall be called and the location thereof 
designated by the Secretary at the request in writing of a majority of the Board of Directors or of 
stockholders owning capital stock of the corporation having not less than a majority of the total 
voting power. Such request shall state the purposes of the proposed meeting. 

SECTION 2.3. Place of Meetings. Each meeting of the stockholders for 
the election of directors shall be held at the registered offices of the corporation in Phoenix, 
Arizona, or at its executive offices in Denver, Colorado, unless the Board of Directors shall by 
resolution designate any other place, within or without the State of Arizona, as the place of such 
meeting. Meetings of stockholders for any other purpose may be held at such place, within or 
without the State of Arizona, and at such time as shall be determined pursuant to Section 2.2 and 
stated in the notice of the meeting or in a duly executed waiver of notice thereof. 
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SECTION 2.4. Notice of Meetinm. Written or printed notice stating the 
place and time of each annual or special meeting of the stockholders and, in the case of a special 
meeting, the purpose or purposes for which the meeting is called, shall be given not less than ten 
(10) days nor more than sixty (60) days before the date of the meeting. (See also Articles IV and 
x.1 

When a meeting is adjourned to another time or place, no notice of the adjourned 
meeting other than an announcement at the meeting need be given unless the adjournment is for 
more than thirty (30) days or a new record date is fixed for the adjourned meeting after such 
adjournment. 

SECTION 2.5. Stockholder List. At least ten (10) days before every 
meeting of stockholders, a complete list of the stockholders entitled to vote at such meeting, 
arranged in alphabetical order, and showing the address of each such stockholder and the number 
of shares registered in the name of each such stockholder, shall be prepared by the Secretary. 
Such list shall be open to examination of any stockholder of the corporation during ordinary 
business hours, for any purpose germane to the meeting, for a period of at least ten (10) days 
prior to the meeting, at the office of the corporation in Denver, Colorado, and the list shall be 
produced and kept at the time and place of meeting during the whole time thereof, and subject to 
the inspection for any purpose germane to the meeting of any stockholder who may be present. 

SECTION 2.6. Ouorum. The holders of capital stock of the 
corporation having a majority of the voting power thereof, present in person or represented by 
proxy, shall be requisite for, and shall constitute, a quorum at all meetings of the stockholders of 
the corporation for the transaction of business, except as otherwise provided by statute, tbe 
articles of incorporation or these by-laws. If, however, such quorum shall not be present or 
represented at any meeting of the stockholders, the stockholders entitled to vote thereat present 
in person or represented by proxy shall have power to adjourn the meeting from time to time 
until a quorum shall be present or represented. At such adjourned meeting at which a quorum 
shall be present or represented, any business may be transacted which might have been 
transacted at the meeting as originally notified. 

SECTION 2.7. Proxies. At every meeting of the stockholders, each 
stockholder having the right to vote thereat shall be entitled to vote in person or by proxy. Such 
proxy shall be appointed by an instrument in writing subscribed by such stockholder and bearing 
a date not more than three (3) years prior to such meeting, unless such proxy provides for a 
longer period; and it shall be filed with the Secretary of the corporation before, or at the time of, 
the meeting. 

SECTION 2.8. Voting. Unless the articles of incorporation provides 
otherwise, at every meeting of stockholders, each stockholder shall be entitled to one (1) vote for 
each share of stock of the corporation entitled to vote thereat and registered in the name of such 
stockholder on the books of the corporation on the pertinent record date. When a quorum is 
present at any meeting of the stockholders, the vote of the holders of a majority of the stock 
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having voting power which is present in person or represented by proxy shall decide any 
question brought before such meeting, unless the question is one (1) upon which, by provision of 
the statutes, the articles of incorporation or these by-laws, a different vote is required, in which 
case such provision shall govern and control the decision of such question. If the articles of 
incorporation provides for more or less than one vote for any share on any matter, every 
reference in these by-laws to a majority or other proportion of stock shall refer to such majority 
or other proportion of the votes of such stock. 

SECTION2.9. Voting of Certain Shares. Shares standing in the name 
of another corporation, domestic or foreign, and entitled to vote may be voted by such officer, 
agent, or proxy as the by-laws of such corporation may prescribe or, in the absence of such 
provision, as the Board of Directors of such corporation may determine. Shares standing in the 
name of a deceased person, a minor or an incompetent and entitled to vote may be voted by his 
or her administrator, executor, guardian or conservator, as the case may be, either in person or by 
proxy. Shares standing in the name of a trustee, receiver or pledgee and entitled to vote may be 
voted by such trustee, receiver or pledgee either in person or by proxy as provided by Arizona 
law. 

SECTION 2.10. Action without Meeting. Unless otherwise restricted 
by the articles of incorporation or these by-laws, whenever the vote of stockholders at a meeting 
thereof is required or permitted to be taken for or in connection with any corporate action, the 
meeting and vote of stockholders may be dispensed with if a consent in writing, setting forth the 
action so taken, shall be signed by the holders of outstanding stock having not less than the 
minimum number of votes that would be necessary to authorize or take such action at a meeting 
at which all shares entitled to vote thereon were present and voted. Prompt notice of the taking 
of the corporate action without a meeting by less than unanimous written consent shall be given 
to those stockholders who have not consented thereto in writing. Such consent shall be filed 
with the minutes of proceedings of the stockholders and shall have the same force and effect as a 
unanimous vote of stockholders. 

SECTION 2.11. Treasury Stock. Shares of its own stock belonging to 
the corporation or to another corporation, if a majority of the shares entitled to vote in the 
election of directors of such other corporation is held by this corporation, shall not be voted at 
any meeting and shall not be counted in determining the total number of outstanding shares for 
the purpose of determining whether a quorum is present. Nothing in this section shall be 
construed to limit the right of this corporation to vote shares of its own stock held by it in a 
fiduciary capacity. 

ARTICLE III 

Directors 

SECTION 3.1. Number and Election. The number& directors which shall 
constitute the whole board shall be no fewer than t%'hd no more than -%ection of directors 
need not be by ballot. The directors shall be elected annually by the stockholders as provided in 

3 



Section 2.1 or in accordance with Section 3.2 of these by-laws and each director elected shall 
hold office until such officer's successor is duly elected and qualified or until his or her death or 
resignation or until such officer shall have been removed in the manner hereinafter provided. 
Directors need not be residents of the State of Arizona or stockholders of this corporation. 

SECTION 3.2. Resignation and Vacancies. Any director may resign at 
any time by giving written notice to the Board of Directors or to the President. Any such 
resignation shall take effect at the date of the receipt of such notice or at any later time specified 
therein, and, unless otherwise specified therein, the acceptance of such resignation shall not be 
necessary to make it effective. If, at any other time than the annual meeting of the stockholders, 
any vacancy occurs in the Board of Directors caused by resignation, death, retirement, 
disqualification or removal from office of any director or otherwise, or any new directorship is 
created by an increase in the authorized number of directors by amendment of Section 3.1 of 
these by-laws, a majority of the directors then in office, although less than a quorum, may choose 
a successor, or fill the newly created directorship, and the director so chosen shall hold office 
until the next annual election of directors by the stockholders and until such director's successor 
shall be duly elected and qualified, unless sooner displaced. 

SECTION 3.3. Removal. Any director may be removed, with or 
without cause, at any meeting of the stockholders, by the a f f ia t ive  vote of the holders of a 
majority of the stock of the corporation having voting power, and the vacancy in the Board of 
Directors caused by such removal may be filled by the stockholders at such meeting. 

SECTION 3.4. Management of Affairs of Corporation. The property 
and business of the corporation shall be managed by its Board of Directors, which may exercise 
all such powers o f  the corporation and do all such lawhl acts and things as are not by statute or 
by the articles of incorporation or by these by-laws directed or required to be exercised or done 
by stockholders. In case the corporation shall transact any business or enter into any contract 
with a director, or with any firm of which one or more of its directors are members, or with any 
trust, firm, corporation or association in which any director is a stockholder, director or officer or 
otherwise interested, the officers of the corporation and directors in question shall be severally 
under the duty o f  disclosing all material facts as to their interest to the remaining directors 
promptly if and when such interested officers or such interested directors in question shall 
become advised of the circumstances. In the case of continuing relationships in tlie normal 
course of business such disclosure shall be deemed effective, when once given, as to all 
transactions and contracts subsequently entered into. 

SECTION 3.5. Dividends and Reserves. Dividends upon stock of the 
corporation may be declared by the Board of Directors at any regular or special meeting, 
pursuant to law. Dividends may be paid in cash, in property, in shares of stock or otherwise in 
the form, and to the extent, permitted by law. The Board of Directors may set apart, out of any 
funds of the corporation available for dividends, a reserve or reserves for worlcing capital or for 
any other lawful purpose, and also may abolish any such reserve in the manner in which it was 
created. 
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SECTION 3.6. RenularMeetinns. An annual meeting of the Board of 
Directors shall be held, without other notice than this by-law, immediately after, and at the same 
place as, the annual meeting of the stockholders. The Board of Directors may provide, by 
resolution, the time and place, either within or without the State of Arizona, for the holding of 
additional regular meetings without other notice than such resolution. 

SECTION 3.7. SpecialMeetings. Special meetings of the Board of 
Directors may be called by the President and shall be called by the Secretary at the request of any 
two directors, to be held at such time and place, either within or without the State of Arizona, as 
shall be designated by the call and specified in the notice of such meeting; and notice thereof 
shall be given as provided in Section 3.8 of these by-laws. 

SECTION 3.8. Notice of Special Meetings. Except as otherwise 
prescribed by statute, written or actual oral notice of the time and place of each special meeting 
of the Board of Directors shall be given at least two (2) days prior to the time of holding the 
meeting. Any director may waive notice of any meeting. (See also Articles IV and XI.) 

SECTION 3.9. m m .  At each meeting of the Board of Directors, 
the presence of not Iess than a majority of the whole board shall be necessary and sufficient to 
constitute a quorum for the transaction of business, and the act of a majority of the directors 
present at any meeting at which there is a quorum shall be the act of the Board of Directors, 
except as may be otherwise specifically provided by statute or these by-laws. If a quorum shall 
not be present at any meeting of directors, the directors present thereat may adjourn the meeting 
fiom time to time, without notice other than announcement at the meting, until a quorum shall be 
pres eat. 

Unless otherwise restricted by the articles of incorporation, any member of the 
Board of Directors or of any committee designated by the Board may participate in a meeting of 
the directors or committee by means of conference telephone or similar cormnunications 
equipment by means of which all persons participating in the meeting can hear each other, and 
participation in a meeting by means of such equipment shall constitute presence in person at such 
meeting. 

SECTION 3.10. Presumption of Assent. Unless otherwise provided by 
statute, a director of the corporation who is present at a meeting of the Board of Directors at 
which action is taken on any corporate matter shall be presumed to have assented to the action 
taken unless such director’s dissent shall be entered in the minutes of the meeting or unless such 
director shall file a written dissent to such action with the person acting as Secretary of the 
meeting before the adjournment thereof or shall forward such dissent by registered mail to the 
Secretary of the corporation immediately after the adjournment of the meeting. Such right to 
dissent shall not apply to a director who voted in favor of such action. 

SECTION 3.1 1. Action without Meeting. Unless otherwise restricted 
by the articles of incorporation or these by-laws, any action required or permitted to be taken at 
any meeting of the Board of Directors, or of any Committee thereof, may be taken without a 
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meeting, if a written consent hereto is signed by all members of the board or of such committee, 
as the case may be, and such written consent is filed with the minutes of proceedings of the 
board or committee. 

SECTION 3.12. Presiding Officer. The presiding officer at any meeting 
of the Board of Directors shall be the President, or, in the absence of the President, any other 
director elected chairman by vote of a majority of the directors present at the meeting. 

SECTION 3.1 3. Executive Committee.The Board of Directors may, be 
resolution passed by a majority of the number of directors fixed by these by-laws, designate two 
or more directors of the corporation to constitute an executive committee, which, to the extent 
provided in the resolution and by Arizona law, shall have and may exercise all the powers an 
authority of the Board of Directors in the management of the business and affairs of the 
corporation and may authorize the seal of the corporation to be affixed to all papers which may 
require it. 

SECTION 3.14. Other Committees. The Board of Directors may, be 
resolution passed by a majority of the number of directors fixed by these by-laws, designate such 
other committees as it may fioin time to time determine. Each such committee shall consist of 
such number of directors, shall serve for such term and shall have and may exercise, during 
intervals between meetings of the Board of Directors, such duties, functions and powers as the 
Board of Directors may fkom time to time prescribe. 

. SECTION 3.15. Alternates. The Board of Directors may from time to 
time designate &om among the directors alternates to serve on one or more committees as 
occasion may require. Whenever a quorum cannot be secured for any meeting of any committee 
fiom among the regular inembers thereof and designated alternates, the member or members of 
such committee present at such meeting and not disqualified from voting, whether or not such 
member or members constitute a quorum, may unanimously appoint another member of the 
Board of Directors to act at the meeting in place of such absent or disqualified member. 

SECTION 3.16. Ouonun and Manner of Acting - Committees. The 
present of a majority of members of any committee shall constitute a quorum for the transaction 
of business at any meeting of such committee, and the act of a majority of those present shall be 
necessary for the taking of any action thereat, provided that no action may be taken by any such 
committee without the favorable vote of members of the committee who are not officers or full- 
time employees of the corporation at least equal to the favorable vote of members of such 
committee who are officers or full-time employees of the corporation. 

SECTION 3.17. Committee Chairman, Books and Records, Etc. The 
chairman of each committee shall be selected from among the members of the committee by the 
Board of Directors. 

Each committee shall keep a record of its acts and proceedings, and all actions of 
each committee shall be reported to the Board of Directors at its next meeting. 
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Each coinmittee shall fix its own rules of procedure not inconsistent with these 
by-laws or the resolution of the Board of Directors designating such committee and shall meet at 
such times and places and upon such call or notice as shall be provided by such rules. 

SECTION 3.18. Fees &d Compensation of Directors. Directors shall not 
receive any stated salary for their services as such; but, by resolution of the Board of Directors, a 
fixed fee, with or without expenses of attendance, may be allowed for attendance at each regular 
or special meeting of the board. Members of the board shall be allowed their reasonable 
traveling expenses when actually engaged in the business of the corporation. Members of any 
committee may be allowed like fees and expenses for attending committee meetings. Nothing 
herein contained shall be construed to preclude any director fiom serving the corporation in any 
other capacity and receiving compensation therefor. 

SECTION 3.19. Reliance Upon Records. Every director of the 
corporation, or member of any committee designated by the Board of Directors pursuant to 
authority conferred by Section 3.14 of these by-laws, shall, in the performance of such director’s 
duties, be fully protected in relying in good faith upon the books of account or reports made to 
the corporation by any of its officials, or by an independent certified public accountant, or by an 
appraiser selected with reasonable care by the Board of Directors or by such committee, or in 
relying in good faith upon other records of the corporation, including, without limiting the 
generality of the foregoing, records setting forth or relating to the value and amount of assets, 
liabilities and profits of the corporation or any other facts pertinent to the existence and amount 
of surplus or other funds f7om which dividends might properly be declared or paid or with which 
stock of the corporation might lawfully be purchased or redeemed. 

ARTICLE IV 

Notices 

SECTION 4.1. Manner of Notice. Whenever under the provisions of 
the statutes, the articles of incorporation or these by-laws notice is required to be given to any 
stockholder, director or member of any coimnittee designated by the Board of Directors, it shall 
not be construed to require personal delivery and such notice inay be given in writing by 
depositing it, in a sealed envelope, in the United States mail, first class, postage prepaid, 
addressed to such stockholder, director or member either at the address of such stockholder, 
director or member as it appears on the books of the corporation or, in the case of such a director 
or member, at such director’s business address; and such notice shall be deemed to be given at 
the time when it is thus deposited in the United States mail. Such requirement for notice shall be 
deemed satisfied, except in the case of stockholder meetings with respect to which written notice 
is mandatorily required by law, if actual notice is received orally or in writing by the person 
entitled thereto as far in advance of the event with respect to which notice is given as the 
minimum notice period required by law or these by-laws. 
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SECTION 4.2. Waiver of Notice. Whenever any notice is required to 
be given under the provisions of the statutes, the articles of incorporation, or these by-laws, a 
waiver thereof in writing signed by the person or persons entitled to such notice, whether before, 
at or after the time stated therein, shall be deemed equivalent thereto. Attendance by a person at 
a meeting shall constitute a waiver of notice of such meting, except when the person attends a 
meeting for the express purpose of objecting, at the beginning of the meeting, to the transaction 
of any business because the meeting is not lawfully called or convened. Neither the business to 
be transacted at, nor the purpose of, any regular or special meeting of the stockholders, directors 
or committee of directors need be specified in any written waiver of notice unless so required by 
statute, thearticles of incorporation or these by-laws. 

ARTICLE V 

Officers 

SECTION 5.1. Offices and Official Positions. The officers of the 
corporation shall be a President, one or more Vice Presidents, a Secretary, a Treasurer, and such 
Assistant Secretaries, Assistant Treasuries, and other officers as the Board of Directors shall 
determine. Any two or more offices may be held by the same person. None of the officers need 
be a director, a stockholder of the corporation or a resident of the State of Arizona. The Board of 
Directors may fiom time to time establish, and abolish, official positions within the divisions into 
which the business and operations of the corporation are divided, pursuant to Section 6.1 of these 
by-laws, and assign titles and duties to such positions. Those appointed to official positions 
within divisions may, but need not, be officers of the corporation. The Board of Directors shall 
appoint officers to official positions within a division and may with or without cause remove 
fiom such a position any person appointed to it. In any event, the authority incident to an official 
position within a division shall be limited to acts and transactions within the scope of the 
business and operations of such division. 

SECTION 5.2. Election and Term of Office. The officers of the 
corporation shall be elected annually by the Board of Directors at their first meeting held after 
each regular annual meeting of the stockholders. If the election of officers shall not be held at 
such meeting of the board, such election shall be held at a regular or special meeting of the 
Board of Directors as soon thereafter as may be convenient. Each officer shall hold office until 
such officer’s successor is elected and qualified or until his or her death or resignation or until 
such officer shall have been removed in the manner hereafter provided. 

SECTION 5.3. Removal and Resignation. Any officer may be removed, 
either with or without cause, by a majority of the directors then in office at any regular or special 
meeting of the boare but such removal shall be without prejudice to the contract rights, if any, of 
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such person so removed. Any officer may resign at any time by giving written notice to the 
Board of Directors, to the President or to the Secretary of the corporation. Any such resignation 
shall take effect at the date of the receipt of such notice or at any later time specified therein; and, 
unless otherwise specified therein, the acceptance of such resignation shall not be necessary to 
make it effective. 
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SECTION 5.4. Vacancies. A vacancy in any office because of death, 
resignation, removal, or any other cause may be filled for the unexpired portion of the term by 
the Board of Directors. 

SECTION 5.5. President. The President shall be the chief executive 
officer of the corporation and shall preside at all meetings of the stockholders, the Board of 
Directors or any committee of the Board if the President is a member. The President shall have 
the overall supervision of &e business of the corporation and shall direct the affairs and policies 
of the corporation, subject to such policies and directions as may be provided by the Board of 
Directors. The President shall have authority to designate the duties and powers of other officers 
and delegate special powers and duties to specified officers, so long as such designation shall not 
be inconsistent with the statutes, these by-laws or action of the Board of Directors. The 
President shall also have power to execute, and shall execute, deeds, mortgages, bonds, contracts 
or other instnrments of the corporation except where required or permitted by law to be 
otherwise signed and executed and except where the signing and execution thereof shall be 
expressly delegated by the Board of Directors or by the President to some other officer or agent 
of the corporation. The President may sign with the Secretary or an Assistant Secretary or the 
Treasurer or an Assistant Treasurer, certificates for shares of stock of the corporation the 
issuance of which shall have been duly authorized by the Board of Directors, and shall vote, or 
give a proxy to any other person to vote, all shares of the stock of any other corporation standing 
in the name of the corporation. The President in general shall have all other powers and shall 
perform all other duties which are incident to the chief executive office of a corporation or as 
may be prescribed by the Board of Directors from time to time. 

SECTION 5.6. Vice Presidents. In the absence of the President, or in 
the event of the inability or refusal of the President to act, the Vice Presidents in order of their 
rank as fixed by the Board of Directors or, if not ranked, the Vice President designated by the 
Board of Directors or the President, shall perform all duties of the President and, when so acting, 
shall have all the powers of, and be subject to all the restrictions upon, the President. The Vice 
Presidents shall have such other powers and perform such other duties, not inconsistent with the 
statutes, these by-laws, or action of the Board of Directors, as .from time to time may be 
prescribed for them, respectively, by the Board of Directors or the President. Any Vice President 
may sign, with the Secretary or an Assistant Secretary, or the Treasurer or an Assistant 
Treasurer, certificates for shares of stock of the. corporation the issuance of which shall have 
been duly authorized by the Board of Directors. 

SECTION 5.7. Secretary. The Secretary shall: (a) keep the minutes of 
the meetings of the stockholders, the Board of Directors and committees of directors, in one or 
more books provided for that purpose; (b) see that d l  notices are duly given in accordance with 
the provisions of these by-laws or as required by law; (c) have charge of the corporate records 
and of the seal of the corporation; (d) affix the seal of the corporation or a facsimile thereof, or 
cause it to be affixed, to all certificates for shares prior to the issue thereof and to all documents 
the execution of which on behalf of the corporation under its seal is duly authorized by the 
Board of Directors or otherwise in accordance with the provisions of these by-laws; (e) keep a 
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register of the post office address of each stockholder, director and committee member which 
shall from time to time be furnished to the Secretary by such stockholder, director or member; ( f )  
sign with the President, or a Vice President, certificates for shares of stock of the corporation, the 
issuance of which shall have been duly authorized by resolution of the Board of Directors; (g) 
have general charge of the stock transfer books of the corporation; and (h) in general, perform all 
duties incident to the office of Secretary and such other duties as ftom time to time may be 
assigned to the Secretary by the President or by the Board of Directors. The Secretary may 
delegate such details of the performance of duties of the office of secretary as may be appropriate 
in the exercise of reasonable care to one or more persons instead of the secretary, but shall not 
thereby be relieved of responsibility for the performance of such duties. 

SECTION 5.8. Treasurer. The Treasurer shall: (a) be responsible to 
the Board of Directors for the receipt, custody and disbursement of all funds and securities of the 
corporation; (b) receive and give receipts for moneys due and payable to the corporation fiom 
any source whatsoever and deposit all such moneys in the name of the corporation in such banks, 
trust companies or other depositories as shall fiom time to time be selected in accordance with 
the provision of Section 7.4 of these by-laws; (c) disburse the b d s  of the corporation as ordered 
by the Board of Directors or the President or as otherwise required in the conduct of the business 
of the corporation; (d) render to the President or the Board of Directors, upon request, an account 
of all transactions as Treasurer and on the financial condition of the corporation; and (e) in 
general, perform all the duties incident to the office of Treasurer and such other duties as from 
time to time may be assigned to the Treasurer by the President, by the Board of Directors or 
these by-laws. The Treasurer may sign, with the President, or a Vice President, certificates for 
shares of stock of the corporation, the issuance of which shall have been duly authorized by 
resolution of the Board of Directors. The Treasurer may delegate such details of the 
performance of duties of the office of Treasurer as may be appropriate in the exercise of 
reasonable care to one or more persons instead of the Treasurer, but shall not thereby be relieved 
of responsibility for the performance of such duties. 

SECTION 5.9. Assistant Treasurers and Assistant Secretaries. The 
Assistant Treasurers and Assistant Secretaries shall perform all functions and duties which the 
Secretary or Treasurer, as the case may be, may assign or delegate; but such assignment or 
delegation shall not relieve the principal officer fiom the responsibilities and liabilities of such 
office. In addition, an assistant secretary or an assistant treasurer, as thereto authorized by the 
Board of Directors, may sign with the President, or a Vice President, certificates for shares of the 
corporation, the issuance of which shall have been duly authorized by resolution of the Board of 
Directors; and the Assistant Secretaries and Assistant Treasurers shall, in general, perform such 
duties as shall be assigned to them by the Secretary or the Treasurer, respectively, or by the 
President or by the Board of Directors. 

SECTION 5.10. Salaries. The salaries of the officers shall be fixed 
from time to time by the Board of Directors or by such officer as it shall designate for such 
purpose or as it shall otherwise direct. No officer shall be prevented fiom receiving a salary or 
other compensation by reason of the fact that such officer is also a director of the corporation. 
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ARTICLE VI 

Divisions 

SECTION 6.1. Divisions of the Corporation. The Board of Directors shall 
have the power to create and establish such operating divisions of the corporation as they may 
from time to time deem advisable. 

SECTION 6.2. Official Positions within a Division. The President may 
appoint individuals, whether or not they are officers of the corporation, to, and may, with or 
without cause, remove them from, official positions established with a division, but not filled by 
the Board of Directors. (See also Section 5.1 .) 

ARTICLE VTI 

Contracts, Loans, Checks and Deposits 

SECTION 7.1. Contracts and Other Instruments. The Board of 
Directors may authorize any officer or officers, agent or agents, to enter into any contract or 
execute and deliver any instrument in the name of and on behalf of the corporation, or of any 
division thereof, and such authority may be general or confident to specific instances. 

SECTION 7.2. Loans. No loans shall be contracted on behalf of the 
corporation, or any division thereof, and no. evidence of indebtedness shall be issued in the name 
of the corporation, or any division thereof, unless authorized by a resolution of the Board of 
Directors. Such authority may be general or confirmed to specific instances. 

SECTION 7.3. Checks, Drafts, Etc. All checks, demands, drafts or other 
orders for the payment of money, notes or other evidences of indebtedness issued in the name of 
the corporation, or any division thereof, shall be signed by such officer or officers, agent or 
agents of the corporation, and in such manner, as shall fi-om time to time be authorized by the 
Board of Directors. 
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SECTION 7.4. Deposits. All funds of the corporation, or any division, 
thereof, not otherwise employed shall be deposited fioin time to time to the credit of the 
corporation in such banks, trust companies or other depositories as the Board of Directors may 
select. 

ARTICLE Vm I 

Certificates of Stock and Their Transfer 

SECTION 8.1. Certificates of Stock. The certificates of stock of the 
corporation shall be in such form as may be determined by the Board of Directors, shall be 
numbered and shall be entered in the books of the corporation as they are issued. They shall 
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exhibit the holder’s name and number of shares and shall be signed by the President or a Vice 
President and by the Treasurer or an Assistant Treasurer or the Secretary or an Assistant 
Secretary. If any stock certificate is signed (a) by a transfer agent or an assistant transfer agent 
or @) by a transfer clerk acting on behalf of the corporation and a registrar, the signature of any 
officer of the corporation may be a facsimile. fn case any such officer whose facsimile signature 
has thus been used on any such certificate shall cease to be such officer, whether because of 
death, resignation or otherwise, before such certificate has been delivered by the corporation, 
such certificate may nevertheless be delivered by the corporation, as though the person whose 
facsimile signature has been used thereon had not ceased to be such officer. All certificates 
property surrendered to the corporation for transfer shall be cancelled and no new certificate 
shall be issued to evidence transferred shares until the former certificate for at least a like number 
of shares shall have been surrendered and cancelled and the corporation reimbursed for any 
applicable taxes on the transfer, except that in the case of a lost, destroyed or mutilated certificate 
a new one may be issued therefor upon such terms, and with such indemnity (if any) to the 
corporation, as the Board of Directors may prescribe specifically or in general terms or by 
delegation to a transfer agent for the corporation. (See Section 8.2.) 

SECTION 8.2. Lost, Stolen or Destroyed Certificates. ’ The Board of 
Directors in individual cases, or by general resolution or by delegation to the transfer agent, may 
direct a new certificate or certificates to be issued in place of any certificate or certificates 
theretofore issued by the corporation alleged to have been lost, stolen or destroyed, upon the 
making of an affidavit of that fact by the person claiming the certificate of stock to be lost, stolen 
or destroyed. When authorizing such issue of a new certificate or certificates, the Board of 
Directors may, in its discretion and as a condition precedent to the issuance thereof, require the 
owner of such lost, stolen or destroyed certificates, or such owner’s legal representative, to 
advertise the same in such manner as it shall require andor to give the corporation a bond in 
such sum as it may direct as indemnity against any claim that may be made against the 
corporation with respect to the certificate alleged to have been lost, stolen or destroyed. 

SECTION 8.3. Transfers of Stock. Upon surrender to the corporation or 
the transfer agent of the corporation of a certificate for shares duly endorsed or accompanied by 
proper evidence of succession, assignment or authority to transfer, and upon payment of 
applicable taxes with respect to such transfer, and incompliance with any restrictions on transfer 
applicable to the certificate or shares represented thereby of which the corporation shall have 
notice and subject to such rules and regulations as tlie Board of Directors may from time to time 
deem advisable concerning the transfer and registration of certificates for shares of capital stock 
of the Corporation, the corporation sliall issue a new certificate to the person entitled thereto, 
cancel the old certificate and record tlie transaction upon its books. Transfers of shares shall be 
made only on the books of the corporation by the registered holder thereof or by such holder’s 
attorney or successor duly authorized as evidenced by documents filed with the Secretary or 
transfer agent of the corporation. 

SECTION 8.4. Restrictions on Transfer. Any stockholder may enter 
into an agreement with other stockholders or with the corporation providing for reasonable 
limitation or restriction on the right of such stockholder to transfer shares of capital stock of the 
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corporation held by such stockholder including, without limiting the generality of the foregoing, 
agreements granting to such other stockholders or to the corporation the right to purchase for a 
given period of h e  any of such shares on terms equal to terms offered such stockholders by any 
third party. Any such limitation or restriction on the transfer of shares of this corporation may be 
set forth on certificates representing shares of capital stock or notice thereof may be otherwise 
given to the corporation or the transfer agent, in which case the corporation or the transfer agent 
shall not be required to transfer such shares upon the books of the corporation without receipt of 
satisfactory evidence of compliance with the terms of such limitation or restriction. 

SECTION 8.5. No Fractional Share Certificates. Certificates shall not 
be issued representing fractional share of stock. 

SECTION 8.6. Fixing RecordDate. The Board of Directors may fix in 
advance a date, not exceeding sixty (60) days, nor less than ten (10) days, preceding the date of 
any meeting of stockholders, or the date for the payment of any dividend, or the date for the 
allotment of rights, or the date when any change or conversion or exchange of capital stock shall 
go into effect, or a date in connection with obtaining any consent, as a record date for the 
determination of the stockholders entitled to notice of, and to vote at, any such meeting, or 
adjournment thereof, or entitled to receive payment of any such dividend, or to any such 
allotment of rights, or to exercise the rights in respect of any such change, conversion or 
exchange of capital stock, or to give such consent, and in such case such stockholders and only 
such stockholders as shall be stockholders of record on the date so fixed shall be entitled to 
notice of, and to vote at, such meeting and any adjournment thereof, or to receive payment of 
such dividend, or to receive such allotment of rights, or to exercise such rights, or to give such 
consent, as the case may be, notwithstanding any transfer of any stock on the books of the 
corporation after any such record date fixed as aforesaid. 

SECTION 8.7. Stockholders of Record. The corporation shall be 
entitled to treat the holder of record of any share or shares of stock as the holder in fact thereof 
and accordingly, shall not be bound to recognize any equitable or other claim to or interest in 
such share or shares on the part of any other person, whether or not it shall have express or other 
notice thereof, except as otherwise provided by the laws of Arizona. 

ARTICLE IX 

Indemnification 

SECTION 9.1. In General. Each person who at any time is or shall have 
been a director, officer, employee or agent of this corporation, or is or shall have been serving at 
the request of the corporation as a director, officer, employee or agent of another corporation as a 
director, officer, employee or agent of another corporation, partnership, joint venture, trust or 
other enterprise, and such person’s heirs, executors and administrators, shall be indemnified by 
this corporation in accordance with and to the full extent permitted by the Arizona Corporation 
Law as in effect at the time of adoption of this by-law or as amended fkom time to time. The 
foregoing right of indemnification shall not be deemed exclusive of any other rights to which a 
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be entitled under any by-law, agreement, vote of 
stockholders o r  disinterested directors-or otherwise. If authorized by tlie Board of Directors, the 
corporation may purchase and inaintain insurance on behalf of any person to the full extent 
permitted by the Arizona Corporation Law as in effect at the time of the adoption of th is  by-law 
or as amended fiom time to time. 

ARTICLE X 

General Provisions 

SECTION 10.1. Fiscal Year. The fiscal year of the corporation shall begin 
on the January 1 of each year and end on December 3 1 of each year. 

SECTION 10.2. - Seal. The corporate seal shall have inscribed thereon the 
name of the corporation, and the words “CORPORATE SEAL”; and it shall otherwise be in the 
form approved by the Board of Directors. Such seal may be used by causing it, or a facsimile 
thereof, to be impressed or affixed otherwise reproduced. 

ARTICLE XI 

Amendments 

SECTION 11.1. InGened. Any provision of these by-laws may be 
altered, amended or repeded from time to time by the affirmative vote of a majority of the stock 
having voting power present in person or by proxy at any annual meeting of stockholders at 
which a quorum is present, or at any special meeting of stockholders at which a quorum is 
present, if notice of the proposed alteration, amendment or repeal be contained in the notice of 
such special meeting, or by the affirmative vote of a majority of the directors then qualified and 
acting at any regular or special meeting of the board; provided, however, that the stockholders 
may provide specifically for limitations on the power of directors to amend particular by-laws 
and, in such event, the directors’ power of amendment shall be so limited; and further provided 
tliat no reduction in the number of directors shall have the effect of removing any director prior 
to the expiration of such directors term of office. 
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UNANIMOUS WRITTEN CONSENT OF THE DIRECTORS OF 

CORONADO UTILITIES, INC. 

The undersigned, being all of the directors of Coronado Utilities, Inc. (the “Company’), 
an Arizona corporation, do hereby take the following action by unanimous written consent in 
lieu of a meeting of the directors, which consent may be executed in one or more counterparts, 
such resolutions having the same force and effect as if unanimously adopted at a duly called 
meeting of the Board of Directors of the Company, all pursuant to the authority of the statutes, 
regulations and case law goveming Arizona for profit corporations and the By-laws of this 
Company, to wit: 

RESOLVED, that the By-laws attached hereto are adopted and approved and the 
Secretary shall file such By-laws with the corporate records of the Company; 

RESOLVED FURTHER, that CT Corporation System is appointed registered agent of 
the Corporation in the state of Arizona; 

RESOLVED FURTHER, that the following individuals are elected to serve in the 
respective office opposite such person’s name for the term prescribed in the By-laws and until a 
successor shall be duly elected and qualified: 

17- 

Jason Williamson President 

John Clingman S ec re tq  

John Clingman Treasurer 

RESOLVED FURTHER, that Well Fargo Bank, N.A., is hereby designated as depository 
for the funds of the Company, and such bank is hereby authorized and directed to pay checks and 
other orders for the payment of money drawn in the name of the Company when signed by any 
of the officers identified above, and such bank shall not be required, in any case, to make inquiry 
respecting the application of any instnunent executed by virtue of this resolution, or of the 
proceeds thereftom, nor be under any obligation to see to the application of such instrument or 
proceeds; 

RESOLVED FURTHER, that any of the officers is authorized to execute such form 
resolutions provided by such fmancial institution as are necessary to establish any such accounts 
required by the Company in his or her discretion; 

RESOLVED FURTHER, that any of the officers is hereby authorized to pay all fees and 
expenses incident to and necessary to the organization of the Company; 

RESOLVED FURTHER, that the seal of the Company in the form impressed upon and 
affixed to the margin of these Resolutions is approved; 
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RESOLVED, that the initial stated capital of the Company shall be $1,200.00. 

RESOLVED FURTHER, that the Company may enter into shareholder agreement and 
other arranged with its shareholders; 

RESOLVED FURTHER., that the officers or any agents engaged by the Company are 
directed to proceed with all necessary filings with the Internal Revenue Service to cause the 
Company to make an S election under the Internal Revenue Code and Treasury Regulations and 
to make any corresponding state elections; 

RESOLVED FURTHER that this unanimous consent shall be in lieu of an organizational 
meeting and vote of the Director andor of the incorporators and by such Director’s execution of 
this unanimous consent shall be deemed a waiver of any and all notice requirements under the 
By-laws and applicable law; such Resolutions shall be filed with the corporate records of the 
Company to be kept at the principal office (sometimes referred to as the executive offices) of the 
Company; 

RESOLVED FURTHER, that the Secretary of the Company and all other officers are 
authorized to execute, attest, deliver any all Stock Certificates contemplated by or otherwise 
necessary, convenient or required to be issued in connection with carrying out and performing 
the provisions of these Resolutions or otherwise required to properly evidence the ownership of 
shares of each Stockholder in the Company; 

RESOLVED FURTHER, that this Company does hereby ratify, confirm and approve all of the 
conduct and actions of such officers as any of such officer shall ‘deem necessary, desirable, 
proper or appropriate, to effect the intent and purpose of the foregoing resolutions. 

.ugus t, 2004. 

v&-< 
Jason Williamson 
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San Manuel W T P  Process Description 

Facility Description 

The WWTP will be designed and permitted to provide treatment for up to .350 MGD 
(Maximum Day) of flow volume. The WWTP process will consist of headworks with 
grit removal, comminution, bar screen and flow metering, an equalization basin, anoxic 
and aeration tanks for nitrification-denitrification, secondary clarifiers, a chlorine 
disinfection contact tank, dechlorination, a sludge holding tank, sludge oxidation pond, 
an effluent pump station, and effluent evaporation ponds. The effluent generated will be 
discharged either into golf course holding ponds for reuse consist with class B+ standards, 
or discharged to the evaporation ponds for disposal. 

The Santec treatment plant design for the San Manuel WWTP is an extended aeration 
process which employs a single-stage system for combined carbon oxidation-nitrification 
and a modified denitrification sewage treatment processes. 

.. 
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FIRST YEAR 
Coronado Utilities, Inc. 

PROFORMA UTILITY PLANT IN SERVICE (SEWER) 
Page 1 

PLANT ORIGINAL 
COST 

ACCUM 
DEPRC 

ORIG. COST 
LESS 

DEPREC. 

Organization 
Franchises 
Land and Land Rights 
Structures and Improvements 
Power Generation Equipment 
Collection sewers -Force 
Collection Sewers - Gravity (AIAC) 
Special Collecting Structures 
Services to customers / Residential 
Services to customers - None Residential 
Flow measuring Devices 
Flow measuring Installations 
Reuse Services ' 
Reuse Meters and Meter Install 
Receiving Wells 
Pumping Equipment . 
Reuse Distribution Reservoirs 
Reuse Transmission and Distrib 
Treatment and Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant and Miscellaneous 
Office Furniture and Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Shop and Garage Equipme 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
TOTAL PLANT IN SERVICE 

$ 150.000 $ 150,000 

75.000 75,000 
- 

$ 225,000 $ 225,000 

CCNEW.DOC 04/00 
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SECOND YEAR 
Coronado Utilities, Inc. 

PROFORMA UTILITY PLANT IN SERVICE (SEWER) 

PLANT 0 R1 GI NAL 
COST 

ACCUM 
DEPRC 

Organization 
Franchises 
Land and Land Rights 
Structures and Improvements 
Power Generation Equipment 
Collection sewers -Force 
Collection Sewers - Gravity (AIAC) 
Special Collecting Structures 
Services to customers / Residential 
Services to customers - None Residential 
Flow measuring Devices 
Flow measuring Instaliations 
Reuse Services ' 
Reuse Meters and Meter Install 
Receiving Wells 
Pumping Equipment 
Reuse Distribution Reservoirs 
Reuse Transmission and Distrib 
Treatment and Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant and Miscellaneous 
Offce Furniture and Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Shop and Garage Equipme 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Totals 

Page 2 

ORIG. COST 
LESS 

DEPREC. 

$ 150,000 $ - $ 150,000 

75,000 75,000 
85,000 1,415 83,585 

250,000 2,500 247,500 
66,000 660 65,340 

25,000 1,250 23,750 

75,000 4,688 70,313 

2,525,000 63,125 2,461,875 
- 

10,000 500 9,500 

30.000 1.500 28.500 

$ 3.291.000 !3 75.638 !3 3.215.362 

CCNEW.DOC 04/00 
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PROFORMA UTILITY PLANT IN SERVICE (SEWER) 

THIRD YEAR 
Coronado Utilities, Inc. 

Organization 
Franchises 
Land and Land Rights 
Structures and Improvements 
Power Generation Equipment 
Collection sewers -Force 
Collection Sewers - Gravity (AIAC) 
Special Collecting Structures 
Services to customers / Residential 
Services to customers - None Residential 
Flow measuring Devices 
Flow measuring Installations 
Reuse Services ' 
Reuse Meters and Meter Install 
Receiving Wells 
Pumping Equipment 
Reuse Distribution Reservoirs 
Reuse Transmission and Distrib 
Treatment and Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant and Miscellaneous 
Office Furniture and Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Shop and Garage Equipme 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
TOTAL PLANT IN SERVICE 

ORIGINAL 
COST 

ACCUM 
DEPRC 

Page 3 

ORIG. COST 
LESS 

DEPREC. 

$ 150,000 $ - $ 150,000 

75,000 - 75,000 
85,000 4,246 80,754 

0 - 

- 
250,000 7,500 242,500 
132,000 2,640 129,360 

~ 

25,000 3,750 21,250 

75,000 14,063 60,938 
- - 

- - - 
2,525,000 189,375 2,335,625 

- 

10,000 1,500 8,500 

30,000 4,500 25,500 

$ 3,357,000 $ 227,573 $ 3,129,427 
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PROFORMA UTILITY PLANT IN SERVICE (SEWER) 

FOURTH YEAR Page 4 
Coronado Utilities, Inc. 

PLANT ACCUM 
DEPRC 

ORIG. COST 
LESS 

DEPREC. 

ORIGINAL 
COST 

Organization 
Franchises 
Land and Land Rights 
Structures and Improvements 
Power Generation Equipment 
Collection sewers -Force 
Collection Sewers - Gravity (AIAC) 
Special Collecting Structures 
Services to customers / Residential 
Services to customers - None Residential 
Flow measuring Devices 
Flow measuring Installations 
Reuse Services ' 
Reuse Meters and Meter Install 
Receiving Wells 
Pumping Equipment 
Reuse Distribution Reservoirs 
Reuse Transmission and Distrib 
Treatment and Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant and Miscellaneous 
Office Furniture and Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Shop and Garage Equipme 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
TOTAL PLANT IN SERVICE 

$ 150.000 $ 150,000 
0 - 

75,000 
85.000 

75,000 
77,924 7,076 

- 
12,500 
5,940 

- 

250,000 
198,000 

- 
237,500 
192,060 

25.000 6,250 18,750 

75.000 23,438 51,563 

2,525,000 31 5,625 2.209.375 

10,000 2,500 7,500 

30,000 7,500 22.500 

$ 3,423,000 $ 380.829 $ 3.042.171 

CCNEW DOC 04/00 
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FIFTH YEAR 
Coronado Utilities, Inc. 

PROFORMA UTILITY PLANT IN SERVICE (SEWER) 
Page 5 

PLANT ORIGINAL 
COST 

ACCUM 
DEPRC 

ORIG. COST 
LESS 

DEPREC. 

Organization 
Franchises 
Land and Land Rights 
Structures and improvements 
Power Generation Equipment 
Collection sewers -Force 
Collection Sewers - Gravity (AIAC) 
Special Collecting Structures 
Services to customers / Residential 

$ 150.000 $ $ 150,000 
0 - 

75,000 - 
85.000 9 907 

75,000 
75,093 

250,000 17,500 
264,000 10,560 

232,500 
253,440 

Services to customers - None Residential 
Flow measuring Devices 25.000 8 750 16 750 - 
Flow measurina Installations " 
Reuse Services ' 
Reuse Meters and Meter Install 
Receiving Wells 
Pumping Equipment 
Reuse Distribution Reservoirs 
Reuse Transmission and Distrib 
Treatment and Disposal Equipment 
Plant Sewers 
Outfall Sewer Lines 
Other Plant and Miscellaneous 
Office Furniture and Equipment 
Transportation Equipment 
Stores Equipment 
Tools, Shop and Garage Equipme 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
TOTAL PLANT IN SERVICE 

~ 

75,000 

2,525,000 

32,813 42,188 

- 
2,083,125 441,875 

- 
3,500 10.000 6,500 

- 
19,500 10.500 30,000 

$ 535.404 $ 3,489,000 $ 2,953,596 

CCNEW.DOC 04/00 
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ATTACHMENT “ D  

SEWER TARiFF SCHEDULE 

UTILITY: Coronado Utilities, lnc. 

RATES AND CHARGES 

FLAT RATE 

RESIDENTIAL AND COMMERCIAL/ MONTHLY CHARGES 

I 

$ 42.00 PER MONTH 
$ 120.00 PERMONTH 
$ 10,184.00 PER MONTH 
$ 800.00 PERMONTH 

BASED ON WATER USAGE 

RESIDENTIAL MINIMUM NIA FOR N/A GALLONS 
EXCESS OF MINIMUM NIA FOR N/A GALLONS 

COMMERCIAL MINIMUM N/A FOR NIA GALLONS 
EXCESS OF MINIMUM N/A FOR N/A GALLONS 

EFFLUENT SALES: (if applicable) 
$ 48.88 PER ACRE FOOT (FOR GENERAL IRRIGATION) 
$ 0.15 PER 1,000 GALLONS (FOR GENERAL IRRIGATION) 

SERVICE LINE CONNECTION CHARGE N/A 

SERVICE CHARGES: 
1. ESTABLISHMENT (R14-2-603.D.1) 
2. RECONNECTION I DELINQUENT (R14-2-603.D.1) 
3. DEPOSIT (R14-2-603. B. 3) 
4. DEPOSIT INTEREST (R14-2-608.E.1) 
5. 
6. NSF CHECK (R14-2-608.E.1) 
7. LATE PAYMENT PENALTY (R14-2-608.F.l) 

RE-ESTABLISHMENT WITHIN 12 MONTHS (R14-2-608.F.1) 

DEFERRED PAYMENT PLAN 
All Revenue related taxes will be charged customers. 

S 25.00 
$ 50.00 

per rule 
% Der rule 

$ 25.00 
1.50% Per Month 
1.50% Per Month 

Main Extension and additional facilities agreements, @COST (b) 
RULES AND REGULATIONS 
* The Company has adopted the Rules and Regulation established by the Commission 
as the basis for its operating procedures. Arizona Corporation Commission Rules 
will be controlling of Company procedures, unless specific Commission Orders 
provide othewise. 
(a) Monthly minimum times months off the system 
(b) Cost to include parts, labor, overhead, and all applicable taxes, including 

income tax. 



LINE 
NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

Coronado Utilities, Inc. 
REPRESENTATIVERATESCHEDULE 

METER SIZE 

MONTHLY MINIMUMS: 
Residential 
Commerical 
Mobile Home Park 
School 

$ 19.00 Per Space 

Exhibit 
Schedule 4 
Page 1 
Witness: Williamson 

PROPOSEDRATES 

MONTHLY 
CHARGE 

$ 42.00 
$ 120.00 
$ 10,184.00 
$ 800.00 

Treated Effluent per Acre Foot (For General Irrigation) $ 48.88 
Treated Effluent per 1,000 Gallons (For General irrigation) $ 0.15 



I 
I LINE 

NO. I 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

Coronado Utilities, Inc. 
REPRESENTATIVERATESCHEDULE 

METER SIZE 

MONTHLY MINIMUMS: 
Residential 
Commerical 
Mobile Home Park $ 19.00 Per Space 
School 

Treated Effluent per Acre Foot (For General Irrigation) $ 195.51 
Treated Effluent per 1,000 Gallons (For General Irrigation) $ 0.60 

Exhibit 
Schedule 4 
Page 1 
Witness: Williamson 

PROPOSEDRATES 

M 0 NT H LY 
CHARGE 

$ 42.00 
$ 120.00 
$ 10,184.00 
$ 800.00 



LINE 
- NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 

A. 

8. 

C. 

D. 

E. 

F. 

G. 

H. 

Coronado Utilities, Inc. 
REPRESENTATIVE RATE SCHEDULES 

STATEMENT OF CHARGES 

Exhibit 
Schedule 5 
Page 1 
Witness: Williamson 

Establishment of Service 
Establishment of Service, after hours 
(Collected only if customer is sewer customer only) 
Re-establishment of Service 

Proposed 
$ 25.00 
$ 50.00 

see (a) 

Reconnection of service $ 30.00 

After hours service charge, per hour $ 50.00 

Minimum Deposit Two Times Monthly Bill 

Charge for NSF Check 

Late payment charge for delinquent bills 

Deferred Payment Finance Charge 

I. Main Extension and additional facilities agreements, 

J. All Revenue related taxes will be charged customers. 

$ 25.00 

1.50% Per Month 

1.50% Per Month 

@COST (b) 

RULES AND REGULATIONS . 
* The Company has adopted the Rules and Regulation established by the Commission 
as the basis for its operating procedures. Arizona Corporation Commission Rules 
will be controlling of Company procedures, unless specific Commission Orders 
provide otherwise. 
(a) Monthly minimum times months off the system 
(b) Cost to include parts, labor, overhead, and all applicable taxes, including 

income tax. 





ENGINEERS OPINION OF COST 
FOR 

SAN MANUEL WWTP 

PROJECT NAME: SAN MANUEL WWTP 
PROJECT NUMBER 1203-2004 

LOCATION: SAN MANUEL, ARIZONA 
DATE: 5-Feb-05 

PREPARED BY: OED 
REVIEWED BY: JWC 

TREATMENT FACILITY EQUIPMENT 

COST 

HEADWORKS: $71,276 
PUMPING SYSTEMS: $158,236 

PROCESS TANKS: $1,046,290 
AERATION SYSTEM: $80,024 

DISINFECTION: $83,000 
$500,000 FACILITY INSTAL LA TION &CONSTRUCTION: 

TREATMENT FACILITY EQUIPMENT SUB-TOTAL $1,938,826 

SITE & ANCILLIARY EQUIPMENT 

COST 

. SXTE BUILDING: $240,000 

OPERATIONS & LAB EQUIPMENT: $35,000 
STORAGE POND REHABILITATION: $100,000 

$250,000 

STAND-BY POWER SYSTEM: $98,000 

EFFLUENT PUMPING & FORCE MAIN: 

SITE & ANCILLIARY EQUIPMENT SUB-TOTAL $723,000 

FACILITY SUB-TO TA L $2,6 6 1,s 2 6 
CONTINGENCY: $338,174 

FACILITY TOTAL $3,000,000 

COST 
P P G )  
$0.20 
$0.45 
$2.99 
$0.23 
$0.24 
$1.43 

$5.54 

COST 

$0.69 
(PPG) 

$0.28 
$0.10 

$0.71 

$2.07 

$7.61 
$0.97 

$8.57 

ENGINEERS OPINION OF COST.xls 1 of 1 
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Sanitation District Boundaries 
San Manuel, Arizona 



Legal Description of The San Manuel Sewer District 

That part of Section 24 and 25, Township 9 South, Range 16 East, and Sections 
19,20,29,30,31 and 32, Township 9 South, Range 19 East, and Sections 4,5 and 6, 
Township 10 South, Range 17 East, of the Gila and Salt River Base and Meridian, Pinal 
County, Arizona, described as follows; 

Commencing at the southeast corner of the above mentioned Section 5, Township 
10 South, Range 17 East, said point being the point of beginning of the land to be 
described, (The basis of bearing is the south line of the southeast quarter of Section 5, 
Township 10 South, Range 17 East being north 89 degrees 57 minutes 50 seconds West). 

THENCE North 89 degrees 57 minutes 50 seconds West for a distance of 2650.23 
feet along the south line of said Section 5 to the south quarter corner being a found GLO 
brass cap dated 1924. 

feet along the south line of said Section 5 to the southwest corner being a found GLO 
brass cap dated 1924. 

feet along the south line of said Section 6 to the south quarter corner being a found GLO 
brass cap dated 1924 

feet along the south line of said Section 6 to a found GLO stone. 

feet along the west line of said Section 6 to a found brass cap, being the intersection of 
Township 9 and 10 South, and Range 16 and 17 East. 

THENCE North 00 degrees 54 minutes 22 seconds West for a'distance of 529 1.8 1 
feet along the west line of said Section 3 1 to the northwest corner being a found 5/8 inch 
rebar. 

THENCE North 00 degrees 56 minutes 15 seconds West for a distance of 2662.69 
feet along the west line of said Section 30 to the west quarter corner being a found % inch 
open pipe. 

THENCE North 00 degrees 59 minutes 01 seconds West for a distance of 2322.17 
feet along the west line of said Section 30 to a found aluminum cap LS 4154 on the south 
line of the San Manuel Golf Course. 

THENCE North 66 degrees 21 minutes 49 seconds West for a distance of 801.59 
feet along the south line of the San Manuel Golf Course to a found aluminum cap LS 
4 154. 

THENCE North 66 degrees 22 minutes 41 seconds West for a distance of 
1887.00 feet along the south line of the San Manuel Golf Course to a found Aluminum 
cap LS 4 154. 

THENCE North 00 degrees 00 minutes 54 seconds East for a distance of 1201.47 
feet along the west line of the San Manuel Golf Course to a found Aluminum cap LS 
4 154 on the south right-of -way line of highway 76. 

THENCE North 89 degrees 56 minutes 30 seconds West for a distance of 2645.27 

THENCE South 89 degrees 40 minutes 58 seconds West for a distance of 2638.79 

THENCE South 89 degrees 37 minutes 16 seconds West for a distance of 2632.37 

THENCE North 00 degrees 05 minutes 24 seconds West for a distance of 5538.15 



THENCE South 67 degrees 01 minutes 57 seconds West for a distance of 1855.09 
feet along the south right-of-way line of highway 76 to a ADOT monument % inch steel 
pin at station 119i-00. 

feet along the south right-of-way line of highway 76 to a found aluminum cap LS 4154 
at station 11 1+03.30. 

THENCE North 00 degrees 56 minutes 02 seconds West for a distance of 1658.80 
feet along the west line of said Section 19 to the west quarter corner being a found % inch 
rebar. 

feet along the west line of said Section 19 to a point on the south line of San Manuel 
Airport lease. 

THENCE North 56 degrees 09 minutes 30 seconds West for a distance of 47.3 1 
feet along the south line of San Manuel Airport lease to a set ?4 inch rebar. 

THENCE along a curve to the left having a radius of 11 535.71 feet, and an arc 
length of 12 16.19 feet subtended by a cord of North 52 degrees 00 minutes 23 seconds 
West for a distance of 1215.61 feet along the south line of the San Manuel airport lease to 
a set ?4 inch rebar. 

feet to a point. 

feet to a point on the north fence line of the Commodity Warehouse. 

feet to a point. 

feet to a point on a fence corner. 

8527.39 feet to a set ?4 inch rebar on the west right-of-way line of Highway 76. 

feet to a point on the south line of said Section 4. 

feet along the south line of said Section 4, to the point of beginning of the land 
described. 

THENCE South 67 degrees 02 minutes 16 seconds West for a distance of 797.52 

THENCE North 00 degrees 56 minutes 39 seconds West for a distance of 556.81 

THENCE North 33 degrees 50 minutes 30 seconds East for a distance of 1 156.98 

THENCE South 56 degrees 09 minutes 30 seconds East for a distance of 93 18.47 

THENCE North 90 degrees 00 minutes 00 seconds East for a distance of 4960.97 

THENCE South 33 degrees 57 minutes 38 seconds East for a distance of 3504.07 

THENCE South 15 degrees 52 minutes 36 seconds West for a distance of 

THENCE South 00 degrees 00 minutes 00 seconds East for a distance of 4680.74 

THENCE South 89 degrees 54 minutes 01 seconds West for a distance of 1173.24 

Together with and subject to covenants, easements, and restrictions of record. 

Said property contains 5104.38 acres more or less. 
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PROFORMA INCOME STATEMENT (SEWER) 
Coronado Utilities, Inc. 

Year One Year Two Year Three Year Four Year Five 

Residential Revenues 
Commercial Revenues 
Mobile Home Park 
Revenues from School 
Effluent Revenues 
Establishment Fees 
Total estimated Revenues 
OPERATING EXPENSES: 
Salaries and Wages 
Purchased Sewer Treatment 
Sludge Removal Expense 
Purchased Power for 
Pumping Equipment 
Sewage Treatment and 
Testing 
Repairs and Maintenance 
Office Supplies Expense 
Outside Services 
Rents 
Transportation Expense 
General insurance 
Depreciation 
Health and Life Insurance 
Income Taxes 
Property Tax 
Taxes Other than Property 
& Income 
Miscellaneous Expenses 
Total Operating Expense 
OPERATING INCOME OR LOSS 
OTHER INCOME / EXPENSE 
interest income 
Other income 
Other Expense 
interest Expenses 

$ 630,504 $ 647,124 $ 679,026 $ 713,952 $ 750,240 
57.600 57,600 57,600 57.600 57,600 

122,208 122,208 122,208 122,208 122,208 
9,600 9,600 9,600 9,600 9,600 

15,822 16,117 16,738 17,418 18,128 
1,500 1,650 1,800 1,800 

$ 835,734 $ 854,149 $ 886,822 $ 922,578 $ 959,576 

$ 55,166 $ 91,000 $ 91,000 $ 91,000 $ 91,000 

24,000 80,640 80,640 80,640 80,640 

4,000 4,000 4,000 4,000 4,000 

1 16,460 121,860 127,800 134,280 140,760 

5,000 5,000 5,000 5,000 5,000 
.. 151,936 153,256 154,576 75,638 

103,601 24,158 103 6,227 13,355 
50,896 51,270 52,307 54,070 56,210 

132,361 166,140 169,407 172.983 176,683 
$ 491,485 $ 619,706 $ 682,193 $ 701,455 $ 722,223 
$ 344,249 $ 234,443 $ 204,629 $ 221.123 $ 237,353 

(51,863) (50,350) (5,760) (6,063) (6,867) 

21 0,000 203,653 196,850 221,447 21 5,922 

TOTAL OTHER INCOME / EXPENSE 169.584 165,572 204,240 197,590 189,983 

NET INCOME (LOSS) 
CCNEW WC 04/00 

$ 174,665 $ 68,871 $ 389 $ 23,533 $ 47,370 

Miscellaneous Expenses Consists of: 
Bad Debt Expense $ 83,573 $ 85,415 $ 88,682 $ 92,258 $ 95,958 
Chemical Expense 6,388 38,325 38,325 38,325 38,325 
Outside Services (Legal, Eng. & Acctg ) 5,000 5,000 5,000 5,000 5,000 
Communications Expense 2,400 2,400 2,400 2,400 2,400 
Director's Fees 30,000 30,000 30,000 30,000 30,000 
Misceilenous Expenses 5,000 5,000 5,000 5,000 5,000 
Total Miscellaneous Expenses $ 132,361 $ 166,140 $ 169,407 $ 172,983 $ 176,683 
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Coronado Utilities, Inc. 
Loan from Bond Issuance 

Exhibit 
Schedule 1 f 
Page 1 
Witness: Williamson 

Annual Annual 
Principal Interest 

Balance Expense Repavment 
3,216,500.00 

3.204,054.77 
3,197.777.97 
3,191,464.76 

3.2io.295.3a 

3,185.1 14.94 
3,178,7za.za 

3.165,a43.63 

3.1 52.a09.09 

3,1~1.622.90 $ 221.~6.75 $ 76,a77.10 

3,126.2a3.32 

3.1 12~7aa.54 
3.10~.9a2.39 

3,0a5.326.1 a .. 
3,07a,360.75 

3,06430a.46 
3,057.221.13 $ 215,922.07 $ a2.401.77 

3-1 72.30459 

3,159,345.21 

3,146.235.06 

3,132,972.40 

3.1 19,555.44 

3.099.136.77 
3.092.251.44 

3,071,354.92 

3,050,092.69 
3,042,922.91 
3.035.711.54 

3,021,163.09 
3,02a,45a.35 

3,013.a25.51 
3,006,445.3a 
2,999,022.44 
2,991,556.45 
2,984,047.1 6 
2,976.494.31 

2,961,256.95 
2.953.571.92 

2,96a,aw.66 $ 210,000.37 $ aa.323.47 

2,945,a42.31 
zS93a.o67.aa 
2,930,24a.35 
2,922.3a3.47 
2,914,472.9a 

z,aga,514.0a 
z,a90,465.14 
2.a82,369.51 
2,a74,226.94 $ 203,653.12 $ 94,670.72 
~~a66.037.13 
z,a57,799.83 
2.a49.514.75 
2,1341.1ai .61 
2.a32.aoo.1 4 
2.a24.370.07 
z.a15,a91.09 
2,807,362.94 
2,79a,7a5.32 

2,7ai,4ao.55 
2.772.752.a~ xi 196.849.73 xi 101,474.12 

2,906.516.60 

2,790,157.96 

Annual 
Total 

Payment 



1st 18 Months 
of Principal 
Pavments 

$ 117.363.23 



Coranado Utilities, Inc. 
Debt Service Coverage 

Line 
- NO. 
1 Opeating Income 
2 Depreciation 
3 Income Taxes 
4 
5 Available for Debt Service 
6 
7 Annual Payments on Debt 
8 
9 
10 Line 8) 
11 
12 
13 
14 
15 Required Debt Service equals 

Debt Service (Line 6 divided by 

Exhibit 
Schedule XX 
Page 1 
Witness: Williamson 

Year 1 Year 2 Year 3 Year 4 Year 5 
$ 344,249 $ 234,443 $ 204,629 $ 221,123 $ 237,353 

- 75,638 151,936 153,256 154,576 
103,601 24,158 103 6,227 13,355 

$ 447,850 $ 334,239 $ 356,668 $ 380,605 $ 405,283 

298.324 298.324 298.324 298.324 298.324 

1.501 1.120 1.196 1.276 1.359 

1.25 to 1 





ARIZONA DEPARTMENT 
OF 

ENVl RONMENTAL QUALITY 
11 10 West Washington Street * Phoenix, Arizona 85007 

Janet Napolitano 
Governor 

(602) 771 -2300 w.adeq. .gov 

January 3, 2005 

Jason Williamson, Managing Member 
Pivotal Utility Management, L.L.C. 
6825 E. Tennessee Ave. - Suite 547 
Denver, CO .80224 

Stephen A. Owens 
Director 

Re: .Request for 208 Determination of proposed San Manuel infrastructure project 

Dear Mr. Williamson: 

This correspondence is in response to a request dated December 12,2004 by Pivotal Utility 
Management, L.L.C. (Pivotal), to determine whether the construction and operation of a 
replacement wastewater treatment facility (WWTF) in the town of San Manuel, Arizona 
requires a 208 amendment. Pivotal has proposed to build a new wastewater facility to replace the 
existing BHP Copper, Inc. plant. 

According to the Central Arizona Association of Governments’ (CAAG) 208 Areawide Water 
Quality Management (WQM) Plan Update 1994, pages 221-222, there are six conditions that 
may require a plan amendment, several of which are relevant to the Pivotal plan to build a 
replacement WWTF. The conditions pertinent to tlie San Manuel infrastructure project and the 
Department’s findings are as follows: 

1) If a new or renewed Arizona Pollutant Discharge Eliinination System (AZPDES) permit is 
required. 
Finding: The proposed facility will not require an AZPDES permit since there will be no surface 
water discharge from the WWTP. 

2) When changes occur in the service area, planning area boundaries and/or population figures 
used in tlie WWTF plans or WQM Plan. 
Finding: As stated in your letter, the new plant will supply the same existing service area as that 
of the existing BHP Copper, Inc. plant. However, Pivotal, a private utility, will need a Certificate 
of Convenience and Necessity (CC&N) from the Arizona Corporation Commission. While a 
complete metes and bounds description is not available at this time, you have agreed to forward 
the legal description of the service area as soon as it is available. 

3) If proposed construction and permitting of a WWTF, regardless of the funding source, is 
inconsistent with the existing WQM Plan. 

Northern Regional Office Southern Regional Office 
151 5 East Cedar Avenue Suite F Flagstaff, AZ 86004 400 West Congress Street Suite 433 * Tucson, AZ 85701 

(928) 779-0313 (520) 628-6733 

Printed OR recycled paper 

http://w.adeq..gov


Jason Willliamson, Managing Member 
Page .2 
January 6, 2005 

Finding: This is a replacement facility €or one already in service and there are no proposed 
changes in service area or method of disposal. 

4) If construction activities or expansion of existing WWTFs result in changes in effluent 
discharge method and/or quality of the effluent discharged. 
Finding: The capacity of the new plant will be between 0.35 and 0.50 million gallons per day 
(MGD) , and therefore will not increase tlie flow beyond the current capacity of tlie existing 
permitted plant (0.75 MGD). 

Based on the information provided by Pivotal, ADEQ, in consultation with CAAG, will not 

an AZPDES permit, or increase in the service area, or flow capacity, a 208 amendmeiit will be 
required. Pivotal will notifjr ADEQ in the event that there has been a change in any of the above 
conditions. This information has been provided to CAAG who will note these changes in their 
208 WQM Plan. 

require a 208 amendment for the replacement facility. If in the future the plant should require ! 

If you have any questions about ADEQs determination or the information provided in this letter, 
please contact me at emv@azdeq.gov or at 602-77 1-4606. 

Sincerely, 

Edwina Vogan 
Regional Water Quality Planning Coordinator 
Watershed, Assessment and Grants Unit 

cc: Susan Craig, Unit Supervisor, Watershed, Assessment and Grants 
Linda Taunt, Section Manager, Hydrologic Support and Assessment 
Robert Wilson, CAAG Director of Environmental Planning 

J:\HSA\208_WQMP\CAAC;\San Manuel\Letter to Jason Williamson doc 
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RECEIVED 

FENNEMORE CRAIG kZBMFE6 I 0  P 347 
A Professional Cornoration 

AZ CORP CQMMiSSlOW 
DOCUMENT CONTROL 

Jay L. Shapiro (No: 01 4650) 
Patrick J. Black (NO. 01 7 14 1) 
3003 North Central Avenue 
Suite 2600 
Phoenix, Arizona 8501 2 
Telephone (602) 9 16-5000 

Attorneys for Coronado Utilities, Inc. 

BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE APPLICATION 
OF CORONADO UTILITIES, INC., AN 
ARIZONA CORPORATION, FOR 
AUTHORITY TO ISSUE SHORT AND 

CONNECTION WITH FINANCING THE 
ACQUISITION OF THE WASTEWATER 
UTILITY PLANT OF BHP COPPER, INC. 
AND CONSTRUCTING IMPROVEMENTS 
THERETO. 

LONG-TERM DEBT INSTRUMENTS IN 

DOCKET NO. 

CORONADO UTILITIES, INC.’S 
FINANCING APPLICATION 

Pursuant to A.R.S. tj 40-302, Coronado Utilities, Inc. (“Coronado”), an Arizona 

corporation, respectfully seeks authority from the Arizona Corporation Commission 

(“Commission”) to issue and deliver a combination of short and long-term tax-exempt deb1 

instruments, as needed, in an amount not to exceed three million three hundred thousand dollars 

($3,300,000.00), which amount exceeds seven percent (7%) of total capitalization, to be repaic 

over a period of no more than twenty (20) years. Authority for this financing proposal is sough 

for the purpose of financing the acquisition of the BHP Copper (“BHP”) wastewater treatmen’ 

system and related appurtenances located near San Manuel, Arizona. In addition, the financing 

will be used to construct a new wastewater treatment facility to replace the current wastewate 

treatment facility, which is approximately fifty-two (52) years old and in need of upgrades tc 

meet applicable governmental requirements, including the Arizona Department of Environmenta 

Quality (“ADEQ”) guidelines for best available design control technology. 
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A. General Backmound. 

1. Coronado is an Arizona corporation concurrently seeking a Certificate of 

Convenience and Necessity (“CC&Ny) from the Commission for authority to provide wastewater 

treatment services within, and in the vicinity of, the town of San Manuel, Arizona. 

2. Attached at Exhibit 1 are copies of Coronado’s proforma balance sheet and 

income statements for the first five ( 5 )  years of operation. Coronado will initially have a capital 

structure consisting of approximately 90% debt and 10% common equity. The current equity 

component, $30,000.00, consists of common stock held by Coronado’s membership, and paid in 

capital. 

3. Coronado’s local business office is located at c/o CT Corporation System; 3225 N. 

Central Avenue, Phoenix, Arizona, 85012. Its mailing address is 6825 E. Tennessee Avenue, 

Suite 401, Denver, CO 80224, and its telephone number is (303) 333-1250. Coronado’s business 

manager is Jason Williamson, who is currently responsible for supervising the local operations of 

the company. 

4. In addition to counsel herein undersigned, the persons responsible for overseeing 

and directing the conduct of this Financing Application is: 

Jason Williamson 
Pivotal Utility Management, L.L.C. 
6825 E. Tennessee Avenue, Ste. 527 
Denver COY 80224 
(303) 333-1250 

All requests for information should be directed to Mr. Williamson’s attention, at the address sei 

forth above, with a copy to the undersigned counsel for Coronado. 

B. 

5. 

Acquisition of BHP’s Wastewater Assets. 

In June 1999, BHP Copper (“BHP”) announced that it was closing down it: 

mining operations in San Manuel, Arizona. Incidental to its mining operations, BHP also owned 

operated and controlled a wastewater delivery and treatment system serving the plant sit( 

- 2 -  
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operations and the community of San Manuel, which consists of approximately sixteen hundred 

(1 600) residences and mobile homes (a population of roughly 4,000), and forty (40) commercial 

properties. However, the wastewater system is in need of upgrades to meet ADEQ guidelines for 

best available design control technology. The BHP mining and processing operation at San 

Manuel is in closure and the company is transitioning these services. BHP is no longer in a 

position to continue long-term operation of the waste water collection and treatment system. 

6. On November 10, 2004, BHP entered into a Purchase Agreement (“Agreement”)’ 

with Coronado for the sale of approximately 84 acres of real property located in Pinal County, 

having located thereon a wastewater treatment plant and related improvements used in connection 

therewith. The purchase price for the wastewater system and related property is $325,000.00. 

The purchase price shall be paid by the application of an Improvement Credit of $249,999.00 in 

consideration of Coronado’s agreement to design, permit, construct a new reclaimed water line 

from the purchased property to a transfer pond at the on-site golf course. The costs for these 

improvements are subject to a $250,000.00 cap, with BHP responsible for any reasonable 

amounts over the cap. In addition, upon completion (but no later than August 10, 2006) of the 

wastewater treatment plant improvements, as approved by the Commission and Arizona 

Department of Environmental Quality (“ADEQ’), Coronado shall pay to BHP the sum of 

$75,00 1 .OO as additional consideration to complete the purchase transaction. 

7. The Agreement requires Coronado to seek a CC&N from the Commission 

authorizing it to provide wastewater service to the town of San Manuel, in addition tc 

authorization of Coronado’s proposed modifications and upgrades of the existing wastewatei 

treatment plant that is currently serving residents. That application is being filed concurrentlj 

herewith. 

A copy of the Agreement is filed as Exhibit 1 in Coronado’s concurrent Application for a Certificate o I 

Convenience and Necessity. 

- 3 -  
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8. Pivotal Utility Management, L.L.C. (“Pivotal”), an affiliate of Coronado, has 

entered into a separate agreement with BHP to guaranty the performance of Coronado’s 

obligations under the Agreement. Pivotal has operated and managed several Arizona public 

service corporations, including Pine Meadows Utilities, LLC, Sweetwater Creek Utilities, Bensch 

Ranch Utilities, LLC, Cross Creek Ranch Water Company and Verde Santa Fe Wastewater 

Company. 

9. Pivotal has also entered into an Operation and Maintenance Agreement with BHP 

to operate and manage the current wastewater treatment facility during construction of the new 

wastewater treatment facility. 

10. Coronado intends to take ownership of the existing wastewater treatment plant. 

and make certain short-term improvements to the facility while it constructs a new wastewater 

treatment facility. Coronado is in the process of obtaining an Aquifer Protection Permit from 

ADEQ that will authorize it to provide wastewater service pursuant to state regulatory control3 

intended to protect the health and safety of wastewater customers. Furthermore, Coronado ha5 

arranged for access to low-cost financing that will allow the Company to upgrade existing 

facilities. 

C. 

11. 

Municipal Leasing Credit Corporation -Terms of Proposed Debt. 

The lender will be Municipal Leasing Credit Corporation (“MLCC”), a non 

affiliated entity that provides tax-exempt financing to municipalities and qualifying privatc 

companies. MLCC has entered into an agreement with Coronado, attached hereto at Exhibit 2, tc 

arrange, subject to Commission approval, the financing needed for the acquisition of the curren 

wastewater treatment facility in San Manuel, Arizona, current real property and real property fo 

expansion, as well as the eventual construction of a new wastewater treatment plant. MLCC wil 

arrange financing in conjunction with the Pinal County Industrial Development Authority. 

On January 1, 2005, Pivotal Operations, LLC, an affiliate of Pivotal, was created to eventually take over th 
operations and management fiinctions of some of these utilities. 

- 4 -  
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12. Financing will likely occur in three phases: I )  construction financing, to 

commence at the time all permits are obtained by Coronado and purchase of the existing 

wastewater treatment plant and related system is complete; 2) interim financing, if a short-term 

bridge loan is needed to cover the time when construction begins but before all permits have been 

obtained; and 3) the issuance of a permanent loan after the completion of all system 

improvements and a new wastewater treatment plant. 

13. While the material terms of the proposed financing have yet to be finalized 

between Coronado and MLCC, Coronado has granted MLCC the exclusive right to arrange the 

tax-exempt financing for the proposed improvements at an estimated cost of approximately 

$3,000,000.00, for a term not to exceed twenty (20) years. In addition, the interest rate will float 

between approximately 6.00 to 7.00 percent through construction, and will become fixed at a rate 

within the 6.00 to 7.00 percent range upon completion, or earlier as agreed upon by both parties. 

14. As a result of the financing and paid-in capital, Coronado will have a capital 

structure consisting of approximately 90% debt and 10% equity. Coronado intends to improve 

this capital structure as it services its debt load, For instance, after five (5) years of operation 

Coronado’s capital structure will be approximately 77% debt and 23% equity. Coronadc 

recognizes that this proposed capital structure is atypical for start-up utilties seeking certificatior 

from the Commission. However, these circumstances are unique. To begin with, Coronado it 

stepping in to remedy a situation in a manner that clearly serves the public interest. Moreover 

the financing at issue - tax-exempt bonds - is extremely favorable. It would not be prudent fo 

Coronado to decline the advantages such financing clearly provides it and its future rate payers. 

15. Attached hereto at Exhibit 1 are proforma balance sheets and income statement 

for years 2005 through 2009, based on Coronado’s projections for wastewater system operation 

in Pinal County. The projected revenues and operating income will allow Coronado to meet deb 

service requirements with an adequate margin of safety. 

- 5 -  
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16. Coronado’s board of directors has approved, by resolution, the financing proposal 

described hereinabove. A copy of the resolution is attached hereto at Exhibit 3. 

17. Coronado will file true and correct copies of all promissory notes and other debt 

instruments issued to Coronado with the Commission within thirty (30) days from the date of 

issuance. 

Based on the foregoing, Coronado respecthlly requests the following: 

A. That the Commission proceeds to consider and act upon this Financing 

Application as timely as possible, and to schedule a hearing, if necessary, on this matter; 

B. That upon completion of said hearing, that the Commission enter an Order 

approving this Financing Application; and 

C. That the Commission grant such other and further relief as may be appropriate 

under the circumstances herein. 
tl 

RESPECTFULLY SUBMITTED this 16 day of February, 2005. 

bfrnvs for Coronado Utilities, Inc. 

OR1 INAL and 13 copies delivered this !& day of February, to: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
COPY hand-delivered th i skday  f i  of February, 2005 : 

James Dorf, Chief of Finance and Reg. Analyst 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, AZ 85007 
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Jim Fisher, Executive Consultant 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

1629476.1/12923.00?1 (J 
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PROFORMA INCOME STATEMENT (SEWER) 
Coronado Utilities, Inc. 

Year One Year Two Year Three Year Four Year Five 

Residential Revenues 
Commercial Revenues 
Mobile Home Park 
Revenues from School 
Effluent Revenues 
Establishment Fees 
Total estimated Revenues 
OPERATING EXPENSES: 
Salaries and Wages 
Purchased Sewer Treatment 
Sludge Removal Expense 
Purchased Power for 
Pumping Equipment 
Sewage Treatment and 
Testing 
Repairs and Maintenance 
Office Supplies Expense 
Outside Services 
Rents 
Transportation Expense 
General Insurance 
Depreciation 
Health and Life Insurance 
Income Taxes 
Property Tax 
Taxes Other than Property 
& Income 
Miscellaneous Expenses 
Total Operating Expense 
OPERATING INCOME OR LOSS 
OTHER INCOME I EXPENSE 
Interest I name 
Other Income 
Other Expense 
Interest Expenses 

$ 630,504 $ 647,124 $ 679,026 $ 713,952 $ 750,240 
57,600 57,600 57,60@ 57,600 57,600 

122,208 122,208 122,208 122,208 122,208 
9,600 9,600 9,600 9,600 9,600 

15,822 16,117 16,738 17,418 18,128 
1,500 1,650 1,800 1,800 

$ 835,734 $ 854,149 $ 886,822 $ 922,578 $ 959,576 

$ 55,166 $ 91,000 $ 91,000 $ 91,000 $ 91,000 

24,000 80,640 80,640 80,640 80,640 

4,000 4,000 4,000 4,000 4,000 

116,460 121,860 127,800 134,280 140,760 

5,000 5,000 5,000 5,000 5,000 
75,638 151,936 153,256 154,576 

103,601 24,158 103 6,227 13,355 
50,896 51,270 52,307 54,070 56,210 

132.361 166.140 169.407 172.983 176.683 
$ 491:485 $ 619:706 $ 682:193 $ 701:455 $ 7221223 . 
$ 344,249 $ 234,443 $ 204,629 $ 221,123 $ 237,353 

221,447 21 5,922 210,000 203.653 196,850 

TOTAL OTHER INCOME I EXPENSE 169,584 165,572 204,240 197,590 189,983 

NET INCOME (LOSS) 
CCNEW.DOC w/W 

$ 174,665 $ 68,871 $ 389 $ 23,533 $ 47,370 

Miscellaneous Expenses Consists of: 
Bad Debt Expense $ 83,573 $ 85,415 $ 88,682 !§ 92,258 $ 95,958 
Chemical Expense 6,388 38,325 38,325 38,325 38,325 
Outside Services (Legal, Eng. & Acctg.) 5,000 5,000 5,000 5,000 5,000 
Communications Expense 2,400 2,400 2,400 2,400 2,400 
Director's Fees 30.000 30.000 30,000 30,000 30.000 
Miscellenous Expenses 5,000 5,000 5,000 5,000 5,000 
Total Miscellaneous ExDenses S 132.361 $ 166.140 $i 169.407 $ 172.983 $ 176.683 
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Line 
- No. 
1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

39 
40 
41 
42 
43 
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50 
51 
52 
53 
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59 
60 
61 

a 

ia 

38 

4a 

58 

Coronado Utilities, Inc. 
Loan from Bond Issuance 

Exhibit 
Schedule I f  
Page 1 
Witness: Williamson 

Annual 
Interest 

Balance Expense 
3,216,500.00 

3.204,054.77 
3,197,777.97 
3,191,464.76 

3,210,295.3a 

3.1a5.114.94 
3.i7aV72a.2a 

3.165,a43.63 

3.1 52,a09.09 

3,172,304.59 

3,159,345.21 

3,146.235.06 
3,139,622.90 $ 221,446.75 
3.132,972.40 

3.1 19,555.44 
3.126.2a3.32 

3.1 i2,7aa.54 
3,105.9a2.39 

3,085,326.ia 
3.07a.360.75 

3,064.3oa.46 

3,099,136.77 
3.092,251.44 

3,071,354.92 

3.057.221.13 $ 215,922.07 
3,050,092.69 
3,042,922.91 
3,035,711.54 

3,021,163.09 
3.02a~45a.35 

3.01 w x . 5 1  
3.006.445.3a 

2.9a4,047.16 

2,96a.897.66 $ 210,000.37 

2.999.022.44 
2,991,556.45 

2,976,494.31 

2,961,256.95 
2,953,571.92 
2.945B42.31 
2,93a,o67.aa 
2,930.24a.35 
2,922.3a3.47 
2,914.472.9a 

2.aga.514.oa 
2,890,465.14 
2.aa2.369.51 
2.a74.226.94 $ 203.653.12 
2.a66,037.1 3 
2.a57.799.m 
2.a49.514.75 
2.841,1a1.61 
2,a32,aoo. 14 
2,a24.370.07 
2.ai5,agi.og 
2,a07.362.94 
2,79a,705.32 

2,781 ,480.55 
2.772.752 a2 s 196,849.73 

2,906.516.60 

2.790.1 57.96 

Annual 
Principal 

Reoavment 

$ a2.401.77 

$ 94,670.72 

$ 101.474.12 

Annual 
Total 

Pavment 



1st 18 Months 
of Principal 
Pavments 

$ 117,363.23 



Lin 

Coronado Utilities, Inc. 
Debt Service Coverage 

- No. 
1 Opeating Income 
2 Depreciation 
3 Income Taxes 
4 
5 Available for Debt Service 
6 
7 Annual Payments on Debt 
8 
9 
10 Line 8) 
11 
12 
13 
14 
15 Required Debt Service equals 

Debt Service (Line 6 divided by 

Exhibit 
Schedule XX 
Page 1 
Witness: Williamson 

Year 2 Year 3 Year 4 Year 5 Year 1 
$ 344,249 $ 234,443 $ 204,629 $ 221,123 $ 237,353 

103,601 24,158 103 6,227 13,355 

$ 447,850 $ 334,239 $ 356,668 $ 380,605 $ 405,283 

- 75,638 151,936 153,256 154,576 

298,324 298,324 298,324 298,324 298,324 

1.501 1.120 1.196 1.276 1.359 

1.25 to 1 





November 22,2004 

k o n  Williamson 303- 3 3 3 - f J P  
Pivotal Utility Management, L.L.C. 
6825 E TeMtSsee Avcnuc, stc. 404- 5.13- 
Denver, CO 80224 

M ! .  
Re: Acquisition of wastewater trcatment facility, demolition of old plG?di$--- 

constroction of new facility for San Manuel, AZ (the ‘‘Project’’) 

Dear Jason; 

We arc pleased to arrange thr: hancing.ofrhe abovementioned hjccr, to be owned and 
managed by Coronado Utilities, lnc. (“Coronado”), a new cornpmy affiliaid witb 
Pivotal Utility Management; L.L.C. (“Pivotal..). 

Project Description: a) Acquisiljon of the current wastewater 
hntment Site and facility in San Manuel, 
AZ, now owned by BHP Copper, 
including additional land for expansion; 

b) ‘Closure of the ald plartt; and 
c) Constmction of a DCW wastewater 

treatment plant. 

Project Cost: 53,000,000 (est.) 

Term: 
Mode: 

Ratc: 

20 years 
Monthly 

Floating raxc lhrough caastruction. Fixed at 
cornplerion or earlier tu ngrccd by both pariies. 

Amorlization not to exceed 20 years. 

Terms & Conditions: Sec attacbed. 

Based on tbc expeclcd parameters sef fbrth above, please sign below acknowledging and 
agreeing to the following on behalf of Pivotal and Coronado: 

Municipal Leasing Credit Corporation is Irereby granted M exclusive right to 
anange the financing for this Project, subject to mutually acceprablc tcnns, 
conditions, and documentation. 

--_- 



.. 

Please return this executed acknowlcdgmeni lo us Via fax (913.381 .OlOS), and &en m,dl 
rhe original lo the address shown above. We look forward to working with you and 
procuring the funds needed to acquire rbc plant and ultimately build a acw m e  for the 
benefit of the citizens of Sen Manuel, himna, 

Sincerely, 

I Carol D. searcy 
President 

CDS:ebo 

ACECNOWLEDOED AkD AGHiED TOBY: 3)jvom.l Utility Management, L.LC. and 
Comndo Utilities, hc. 

I\ 

By: 
Printed Name: 
T i k  

&on &- Williamson 

- P.kC 2 of 2 - 



TERMS AND COMDI~ONS 

SAN MANUEL, AZ 
SAN FkWWEL WASTEWATER TREATMENT PLANT MUNICIPAL LLIEiNC 

9200 Glenwoad. $re. itM 
ehre-d P u ~  KS 66ZU-13W) 

OWNER and Coroaado Utiiitics, hc. (“Coronado”) Ph. 9131161.1900 
BORROWEWXIESSEE: 6825 E. Tmesscc Avcnur, Sce. W>Y* FAA 913-381.0105: 

~“C..4a-.IA..,-...e ...._ Denver, CO 80224 

AFFTLMTED 
C O M P W .  

Pivoxal Utility Management, L.L.C. rPivotal”) 
6825 E. Temessee Avenue, Ste. 4fH SYY 
Denver, CO 60224 

PROJECT: Acquisition of current wastewater treslmenr facility in San 
Manuel, A& including current Imd and land for cxpaosivn, and 
cventual construction of new plant. 

SECURITY 

STRUCTURE: 

CONSTRUCTlON 
FXNIWCMG: 

Lender will take a firs1 lien on: 
I). Wastewarn Treatment Plant, incJuding land 
2). SewrxLiqs 
3). UscrFees 

TBx-cxernpt Financing - no2 to exceed 20 y m .  

1- Constructioa financing will be incorpornted with the a r i m  
project fiuancing. Floating rates will. bc used until project 
completion. or edier as agreed to by both parties. Financing will 
~ornmence wirhin sixty days after receipt of the allocation 
cowitmatfrom the State. No funds will be dispersed until all 
permit approvals have bten received. 
OR 
2. Construcrion financing will be: arranged tu commcnce at the 
time all permits are obtained, permanent fieanciug is approved 
and purchase of San Manud Wasrewater Treatment Plant i s  
complete (csrimated Fall, 2005). Tbe &-out or pmanent loan 
Will commence et the completion of construction (estimarcd to be 
June, 2006). Rates will bc hdexcd. 

RBQUIREMENTS: Obtain Certificate of Convenience & Necessity from Arizona 

Obtain all approvals needed €r,r operation of c m n ~  plant and 
Corporation Commission. 

consmction of new plant. 



- - -  

Obtain confirmdon &ai no environmerttsf hazards exist. Such 
confirmation, based on studies by BHP and JCV~CW by 
Pivatai, must be acccpfable to Lender. 

RATE IWDEX: 

END OFFINANCaYG; 

ZNSURQNCE 

ISSUANCE COST. 

AFROVAL: 

TLM-ELIINE: 
August I Stplernber, 2004 

November 10,2004 
Decernbcr, 2004 

Janutuy, 2004 
February 10,2005 
March IO, 2005 

August 10, ZOOS 
Sepmher, ZOOS 
October, 2005 

The finrmchg rale quotcd herein m y  be subject to adjustment at 
closing, fortbc cxmtmchon andlor uke-out loan. Rate will bc 
indexed to a specified, published heres rate. 

$1.00 
Ownership stays with Coxonado 

This financing agreemcnt will be abso1ur;ety net. 
BorrowerlOwner shall be nsponsible for maintenance, insuranct, 
taxes (ifany), and all other costs and txpcnses. 

Lessee shall h i s h  confirmation of all risk physical damage and 
M i l y  i n j q  insurance covering the Project. Lessor shall be 
1 isted a9 Loss PayeefAdditional Insured on the insurance 
cdficete confimhg said mverqe. 

Please fornard YOW Pro Fonna operaring budget. 

BonowedOwner Will be responsible for all issuance costs. 
Expenses may bc capitalized into the loan and paid at the first 
drawdown. 

Final approval is based on mutually scceptable documentation, 
credit and project approval. 

lssue Letter of Intent 10 Fwd the financing. 

Obtain signed salts agreement with Coronado and BHP Mines 
Begin financing process. 
IDA passes resolution 10 issue bind 

Volume Cap application due at the State 
Begin permit process. 
Bcgio rate application with ACC 
Fund KO acquisition account. 

Complete permit process. 
Complete cnll;ineering drawings 
&gin construclion on ncw plant. 





UNANIMOUS WRITTEN CONSENT OF THE DIRECTORS OF 

CORONADO UTILITIES, INC. 

The undersigned, being all of the directors of Coronado Utilities, Inc. (the “Company”), 
an Arizona corporation, do hereby take the following action by unanimous written consent in 
lieu of a meeting of the directors, which consent may be executed in one or more counterparts, 
such resolutions having the same force and effect as if unanimously adopted at a duly called 
meeting of the Board of Directors o f  the Company, all pursuant to the authority of the statutes, 
regulations and case law governing Arizona for profit corporations and the By-laws of this 
Company, to wit: 

RESOLVED, that the Company is authorized and empowered to negotiate, execute and 
deliver the BHP COPPER INC. -- SAN MANUEL OPERATIONS SAN MANUEL 
WASTEWATER COLLECTION / TREATMENT FACILITY OPERATION & 
MAINTENANCE SERVICES AGREEMENT (the “O&M Agreement”), to be entered into 
among BHP Copper, Inc., Pivotal Utility Management, LLC, and the Company, and the 
PURCHASE AGREEMENT (the “Purchase Agreement”) to be entered into between BHP 
Copper, Inc., a Delaware corporation, as Seller, and the Company, an Arizona corporation, as 
Buyer, First American Title Insurance Company, as Escrow Agent, together with any and all 
documents, certificates, statements, instruments and agreements (collectively, and together with 
the O&M Agreement and the Purchase Agreement and the exhibits attached to and/or 
incorporated into such agreements, the “BHP San Manuel Documents”). 

FURTHER RESOLVED, that each of the President, Vice President, Secretary or 
Treasurer or other officer or agent of this Company designated in writing by such President or 
Vice President, Secretary or Treasurer be, and is hereby, authorized, empowered and directed, to 
execute the BHP San Manuel Documents and any and all related documents, certificates, 
statements, instruments or agreements necessary to carry out and fully perform the provision of 
the O&M Agreement and to consummate the purchase, acquisition and receipt of the Real 
Property described in these resolutions, including, but not limited to, the Purchase Agreement, 
and all related documents, certificates, statements, instruments, and agreements; as may be 
necessary, desirable or appropriate to carry out and perform the O&M Agreement and 
consummate the purchase, acquisition and receipt of the Real Property, and to fully carry out the 
agreements and obligations of the Company, and to give effect to these resolutions; 

RESOLVED, that Company be, and hereby is authorized, directed and empowered to 
purchase, acquire and receive the Real Property (as such term is defined and described in the 
Purchase Agreement), together with fixtures and personal property described in the Purchase 
Agreement for such consideration as is stated in the Purchase Agreement; 

FURTHER RESOLVED, that in connection with performing the obligations of the 
Company under or in connection with the BHP San Manuel Documents, each of the President, 
Vice President, Secretary or Treasurer or other officer or agent of this Company designated in 
writing by such President Vice President, Secretary or Treasurer be, and is hereby, authorized, 
empowered and directed, to prepare any applications or similar documents and to file such 
documents with the Arizona Corporation Commission, the Arizona Department of 

1 C:\Wn\lDOWS\Desktop\ectorsBHPO&M&PA.doc 
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Environmental Quality, any other agency, department or division of tlie State of Arizona, or any 
city or county department, commission or division or any agency, office. commission or 
department of the federal government in connection with the procurement of all certificates, 
authorizations or permits necessary, desirable or proper to fully carry out and perform the O&M 
Agreement and the Purchase Agreement including, but not limited to, the Certificate of 
Convenience and Necessity, the Aquifer Protection Permit and any related certificates, 
authorizations or permits, together with all related documents, certificates, statements, 
instruments, and agreements; as may be necessary, desirable or appropriate to effect the 
procurement of such certificates, authorizations or permits. 

FURTHER RESOLVED, that the Board of Directors of the Company has determined 
that the transactions authorized by the foregoing resolutions will not contravene, violate or 
otherwise constitute a default under any provisions of any law, ordinance, regulation, contract 
indenture, decree or agreement to which this Company is a party or by which it is bound; and. 

FURTHER RESOLVED, that with regard to the matters and things described in the 
foregoing resolutions, any and all prior or contemporaneous actions, omissions and other conduct 
of the officers of the Company, its agents and attorneys are hereby in all respects ratified, 
confirmed and approved. 

Dated this 1st dav of November. 2004. 

Dwight L. Zemp 

2 C:\Wn\TDOWS\Des!dopVircctorsBHPO&M&PA.doc 
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I FENNEMORE CRAIG 1 PROFESSIONAL CoRPoRATlO 
PHOENlX  

FENNEMORE CRAIG, P.C. 
A Professional Corporation 
Jay L. Shapiro (No. 014650) 
Patrick J. Black (No. 017141) 
3003 North Central Avenue 
Suite 2600 
Phoenix, Arizona 85012 
Telephone (602) 916-5000 

2i3)5 JUN 10 P b 38 

AZ CORP COMP-l’ISS!CIi 
DoCtf  EWT COI.l-i’\OL 

Attorneys for Coronado Utilities, Inc. 

BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE APPLICATION 
OF CORONADO UTILITIES, INC. FOR A 
CERTIFICATE OF CONVENIENCE AND 
NECESSITY TO PROVIDE WASTEWATER 
SERVICE IN PINAL COUNTY, ARIZONA. 

IN THE MATTER OF THE APPLICATION 
OF CORONADO UTILITIES, INC., AN 
ARIZONA CORPORATION, FOR 
AUTHORITY TO ISSUE SHORT AND 

CONNECTION WITH FINANCING THE 
ACQUISITION OF THE WASTEWATER 
UTILITY PLANT OF BHP COPPER, INC. 
AND CONSTRUCTING IMPROVEMENTS 
THERETO. 

LONG-TERM DEBT INSTRUMENTS IN 

DOCKET NO. SW-04305A-05-0086 

DOCKET NO. SW-04305A-05-0087 

CORONADO UTILITIES’ RESPONSE TO 
STAFF REPORT 

(Consolidated) 

Coronado Utilities, Inc. (“Coronado”) hereby submits its response to the Staff Report 

issued May 27,2005 in this docket. Both Coronado and Staff reach the same conclusion - that it 

is in the public interest for Coronado to own and operate a wastewater utility serving the 

community of San Manuel, Arizona. Given that Coronado is a fit and property entity to fill a 

clear and present need for service in the area, an area where BHP Copper, Inc. (“BHP”) intends to 

cease providing service, the Certificate of Convenience and Necessity (“CC&N”) requested 

herein should be granted. 

Staff and Coronado disagree on one fundamental question - the extent to which Coronado 

should take full advantage of low cost financing available through cooperation with the Pinal 
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FENNEMORE CRAIG 

PIIOFNIX 
~ P K O E I I S S I O N A I .  CORPOKATIO 

County Industrial Development Authority. To begin with, there is no basis for Staff to conclude 

that Coronado can meet the requirements of a capital structure with substantially more equity than 

proposed. Moreover, Coronado believes the benefit of lower rates that will result from this type 

of government-arranged financing outweighs the benefits Staff claims arise from a capital 

structure with more equity. This is particularly true given the unavoidable rate increase 

customers will experience under any scenario, having previously receiving subsidized wastewater 

utility service from BHP over the last 50 years. In addition, Coronado disagrees with Staffs 

failure to include revenue from effluent sales in total revenue and Staffs claim that Coronado is 

seeking approval of debt to pay operating expenses. Except as noted herein, Coronado accepts 

Staffs recommendations and associated conditions. 

I. BACKGROUND 

BHP has owned and operated a wastewater collection and treatment system in San 

Manuel, Arizona for approximately 50 years. BHP used this system to provide wastewater 

service to its mining operations, as well as residents living nearby in San Manuel. Because BHP 

employed many of San Manuel’s area residents, it subsidized nearly all the costs associated wit1 

operating the existing wastewater system. However, in 1999 BHP announced that it was phasing 

out its mining operations, leaving open the question of who would provide wastewater utilitj 

service in the future. 

On November 10, 2004, BHP entered into a Purchase Agreement (“Agreement”) wit1 

Coronado for the sale of approximately 84 acres of real property in and around San Manuel 

conditioned upon Coronado’s commitment to construct desperately needed upgrades to tht 

existing wastewater collection and treatment system. The Agreement also requires Coronado tc 

obtain a CC&N to provide wastewater treatment service pursuant to rules and regulation! 

applicable to public service corporations, in addition to Commission authority to finance systen 

upgrades. Coronado intends to eventually take ownership of the existing wastewater treatmen 

- 2 -  
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FENNEMORE CRAIG 
P R O 1  1 q 5 1 0 N A I  COK?ORATlOl 

P H O l  N I X  

plant, and make certain short-term improvements to the facility while it constructs a new, state- 

of-the-art wastewater treatment facility. 

In order to minimize the rate increase that must necessarily accompany the required 

system upgrades, Coronado has secured the assistance of the Pinal County Industrial 

Development Authority to obtain access to tax-exempt municipal bond loans. Issued by the 

Municipal Leasing Credit Corporation (“MLCC”), these loans will earn between six (6%) and 

seven (7%) percent interest, representing a lower cost of debt when compared to rates of return on 

private capital. While Coronado’s proposed initial capital structure will consist of more debt than 

is traditionally afforded to public service corporations, the unique circumstances surrounding 

Coronado’s acquisition of BHP’s wastewater system - coupled with the effort to minimize the 

necessary rate increase - warrants special consideration by the Commission in order to regulate 

the provision of safe and reliable wastewater service in San Manuel. 

11. BRIEF OVERVIEW OF RELIEF REOUESTED 

Coronado is requesting authority fiom the Commission to: 1) provide wastewater service 

to residents living in the community of San Manuel, Arizona, under a CC&N issued by the 

Commission where there presently exists a public need for safe and reliable service; 2) make 

improvements to a half-century old wastewater collection system that currently cannot meet 

Arizona Department of Environmental Quality regulations; 3) construct a new wastewater 

treatment facility that will replace the old system and incorporate best available design control 

technology; and 4) obtain low-cost financing through tax-exempt municipal bond loans. By 

approving Coronado’s consolidated applications, the Commission will not only authorize 

collective efforts to immediately improve the health and safety of Arizona residents’, but also 

foster safe and orderly growth in Pinal County through continued wastewater utility regulation. 

’ Residents are currently served by a wastewater system that is at the end or has already exceeded its useful life. 
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111. OBJECTIONS TO STAFF REPORT 

A. Staffs Recommended Capital Structure is Less Favorable to Ratepayers 

Adoption of Staffs recommended capital structure would jeopardize Coronado's ability to 

take over as the wastewater utility service provider in San Manuel and, if it did, saddle ratepayers 

with even higher rates. In the past, residents of San Manuel have enjoyed subsidized service from 

BHP. That subsidy is coming to an end and, under any scenario, customers in San Manuel are 

going to experience a substantial increase in the rates they pay for wastewater utility service. 

Before filing its application for a CC&N, Coronado explored low cost financing of the necessary 

plant upgrades in order to minimize, to the greatest extent possible, rate increases to customers 

will incur after the CC&N is granted. Coronado was successful and has secured a commitment 

by MLCC to provide plant financing of up to $3.3 million under arrangement with the Pinal 

County Industrial Development Authority. Such financing will be provided at a rate between 6% 

and 7%, a preferred rate Coronado was able to secure due to the cooperation of the County 

bonding authority. 

Staff rejects the level of proposed debt financing and recommends a capital structure with 

nearly 30% more equity. To begin with, there is no evidence that Coronado can invest an 

additional $600,000 in an effort to replace BHP as the wastewater utility service provider in San 

Manuel. If Staffs recommended capital structure is adopted and Coronado cannot make the 

additional investment, then BHP and, more importantly, the ratepayers will be back to square one. 

Additionally, even if Coronado could finance an additional 30% of the costs of building plant to 

serve BHP's current customer base, customers will bear the burden of even higher rates. For 

example, the net cost to the end-use customer of paying 6.5%-6.9% interest on a municipal bond 

as compared to an approximately 10% return on equity is approximately $4 per month, which 

represents a significant savings (almost 10%) for these residential customers. 

Staff has failed to justify the higher rates that result under its proposed capital structure. 

For one thing, as shown in the Company's applications, Coronado will be able to cover the 
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be inadequate to cover the debt. Moreover, given the unusual circumstances, it is not realistic to 

expect Coronado to shoulder the level of risk that is typically expected of a new CC&N applicant. 

Taking over plant that is more than five decades old and likely past its useful life, as well as a 

customer base that is approximately half fixed-income retirees who have benefited from 

subsidized utility service from BHP for that long is, at best, a risky proposition. Coronado should 

not be forced to bear the burden of the additional risk and customers should not be required to pay 

even higher rates. 

B. Other Issues in Dispute 

In the Staff Report, Staff indicates that effluent sales will occur at some unknown time in 

the future when a golf course is built. Staff Report at 6 ,  n. 1. The golf course exists today and 

Coronado has included revenue from effluent sales in its pro forma financial information. 

Staff also asserts that the Commission should reject Coronado’s request to use loan 

proceeds to pay for operating expenses. Id. at 13. However, Coronado has not requested 

authorization to use loan proceeds to pay for operating expenses. Rather, as reflected in the Staff 

Report, the proposed financing is to be used for utility plant. Id. at 4. 

IV. CONCLUSION 

Coronado believes that the community of San Manuel can have a bright future. The 

community is located in close proximity to Tucson, and there is potential for large master-planned 

developments to break-ground over the next five to ten years as significant parcels of land are 

sold off by BHP. Once these new developments take hold, the costs of additional infrastructure 

will be paid by new customers or even developers, and the overall rates could decrease as 

operational costs per unit diminish with the increased number of customers paying monthly fees. 

That is, however, the possible future. Today’s reality is that BHP is leaving and someone must 

step in to fill the void. Coronado is willing to do so -but first, those Staff recommendations that 

burden Coronado with undue risk and ratepayers with higher rates must be rejected. 
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DATED this lo day of June, 2005. 

FENNEMORE CRAIG, P.C. 

I -_ 
Jay L. Shapiro 
Patrick J. Black 
Attorneys for Coronado Utilities, Inc. 

ORIGINAL and 15 copies delivered this 
o%ay of June, to: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

-n 
COPY hand-delivered thidgday of June, 2005: 

David Ronald 
Legal Division 
Arizona Corporation Commission 
1200 W. Washington St. 
Phoenix, AZ 85007 

Ernest Johnson 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, AZ 85007 

James Dorf, Chief of Finance and Reg. Analyst 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, AZ 85007 
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Pivotal Utility Management L ~ . ~ .  
6825 E. Tennessee Ave. Sulk 547 

Denver, CO 80224 
ph: BO31 333-1250 Fax: (3031 333-1257 

May 12,2005 

Arizona Corporation Commission 
Docket Control Division 
1200 w. Washington 
Phoenix, AZ 85007 

Dear Sir or Madam: 

Enclosed, please find an original and 13 copies of the Certification of Mailing and 
Affidavit of Publication for PublicNotice, Docket No. SW-04305A-05-0086 and SW 
04305A-05-0087. 

Sincerely, 

Kathy Zakarison 
Pivotal Utility Management 



, .  .. . . .  
CL. A m +  . .  PUBLIC N0TK.X 

CERTIFICATE OF CONVENIENCE AND NECESSITY TO PROVIDE 

.Y 

PUBUC NOTICE OF HEARING 
O i  THE APPLICATION OF OORONADO UTILITIES, INC. FOR A . 

WASTEWATER SERVICE IN PINAL COUNTY 
4ND APPLICATION FOR AUtHORf’W TO ISSUE LONG TERM O€bT 

Docket No. SW44305A-05-0086 

OnFebruary 10,20615, CmFado Utiles, Inc.,-(*Appllcant”) flled an appli- 
atibq with the Arizona Corporation Commission f‘Commissibn”) for 8 new 
;eltifieate of +nvenlence and Neqessity to provide wastewater utifity ser- 
rice dthio an ama of Phal Gunty and an application for authority to issue 
.ong-term debt The Commksion has consolidated the applications. If the , 

applications are granted, Applicant will be the exclusive provider of waste- 
water servjce to the pmposed service temtory, and wl l  be required by the 
Cornmission lo provide service underjab? and charges and terms and con- . 
diiions established by the Commission. The appUcations are available for 
inspection during regular business hours at the offices of the commission in 
Phoenix, at 1200 West Washington Street, Phoenix, Arizona, and in Tucson, 
at 400 West Congress St., Sulte 218, Tucson, Arkona and fat the offices of 
the Applkant, Coronado Utilities, 6825 E. Tennessee Ave., #M7, Denver, 
CO 80224. 

The Commission will, hold a heating on this matter beginning June 29, 
2005, at 1O:OO a.m., at tM Commission’s offica, Room 222,400 West Con- 
gress Street, Tucson, Arizona. Public comment will be taken on the first day 
of the headng. . 

The taw provides for an open public hearing at which, under appropriate 
circumstances, interested persons may intervene in the p’foceedings and 
parficipate as a patty. You may have the right to intervene in4he proceeding. 
Intervention will be in accordance withA.A.C., R14-3-105, except that all 
motions to intervene must be filed on of before June 1,2oQ5. Persons desir- 
ing to intervene must file a written motion to intervene with the Commission , . 
and send such motion to Applicant or its counsel and to all parties of record. 
The motion must, at the minimum, contain the following: 

1. The name, addmss, and telephone number dthe propossd’intenreno; 
and of any party upon whom service of docurnenis is to be made if different 
from that of the intervenor. 

‘2. A short statement of the proposed intervenor’s interest in the proceed- 
ing (e.g., a customer or potential mstomer ofthe Applicant, a shareholder of 
the Applicant, etc.). 

3. A statement certifyii that a copy of the motion.to intervene- has been 
mailed to the Applicantpr its counsel and to all palties of record in the case. 

The granting of intewenflon, among other things, epritles e patty to present 
sworn evidence at the hearing and fo cross-examine other witnesses. How- 
ever, failure to intervene wilt not preclude-any interested person or entity 
from appearing atthe hearing and providing public comment on the applica- 
tions. You will not receive any further notice of this proceeding unless you 
request k . 

If you have any questions about these applications, or want further infor- 
mation on intervention, you may contact the Consumer Services S&on of 
the Commission at 1200 West Washington Street; Phoenix, Arizona 85007, 
or call 1-800-222-7000. 

The Commission does not discriminate on the basis of disability In admis- 
sion to ihs public meetings. Persons with B disability may request a reason- 
able accommodation such as sign language interpreter, as well as request 
this document In an alternative format, by contacting Linda Hogan, ADA Co- 
ordinator, voice phone number 6021542-3931, E-mail LHoganQcc,state.az.o. 
Requests should be made as early 88 possible to allow tiwe to arrange the 
accommodation. 
Publication date: 4,427,2005 

Docket NO. SW64305A-05-0067 ’ 
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AFFIDAVIT OF PUBLICATION 

Jbvr fh4 &-A, first being duly sworn 
. .  deposes and says that be/she is 

of the San Manuel Miner, a legal weekly newspaper published at 

San Manuel, Phal County, Arizona, on Wednesday of each week; 

that the legal entitled PUBLIC NOTICE atrue and complete 

copy hereto annexed was published for I weeks. 

reCedn @US L 

First publication 4-2 7- 2005 

Second publication 2005 

Third publication 2005 

Fourth publication 2005 

Fifth publication 2005 

Sixth publication 2005 

+rC Subscribed and sworn to before me on this 

dayof . Mw0 2005. 

\ 

h 
Notary Public 



CERTIFICATION OF MAILING 

I, Kathy Zakarison, certify that I mailed a copy of the Notice Of Hearing On The 

Application Of Coronado Utilities, Inc. For A Certificate Of Convenience And Necessity 

To Provide Wastewater Service In Pinal County And Application For Authority To Issue 

Long Term Debt, Docket No. SW-04305A-05-0086 and SW-04305A-05-0087, to all 

customers in the San ManueI, Pind County service area on April 18,2005. 

day Of+ 
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TO: 

FROM: 

9 
DATE: 

RE: 

---------- M E M O R A N D U M  

Docket Control 

Ernest G. Johnson 
Director 
Utilities Divisio 

May 27,2005 

STAFF REPORT FOR CORONADO UTILITIES, INC., APPLICATION FOR A 
CERTIFICATE OF CONVENIENCE AND NECESSITY TO PROVIDE 
WASTEWATER SERVICE TO A PORTION OF PIN& COUNTY AND FOR 
AUTHORITY TO ISSUE SHORT AND LONG-TERM DEBT (DOCKET NO. 
SW-04305A-05-0086 AND SW-04305A-05-0087) 

Attached is the Staff Report for Coronado Utilities, Inc., application for a Certificate of 
Convenience and Necessity (‘‘CC&N’) in Pinal County and for authority to issue short and long- 
term debt. Staff recommends the Commission approve the application for a CC&N and 
financing with conditions. 

EGJ:JEF:red 

Originator: Jim Fisher 

IVED 
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EXECUTIVE SUMMARY 
CORONADO UTILITIES, INC. 
APPLICATION FOR A CC&N 

DOCKET NOS. SW-04305A-05-0086 AND SW-04305A-05-0087 

On February 10, 2005, Coronado Utilities, Inc., (“Coronado” or “Company”) filed an 
Application for a Certificate of Convenience and Necessity (“CC&N’) with the Arizona 
Corporation Commission (“ACC” or “Commission”) to provide wastewater services to a portion 
of Pinal County and to issue short and long-term debt to finance the project. 

Coronado is an Arizona corporation formed August 18, 2004, in good standing with the 
Commission’s Corporation Division. The Company was formed for the purpose of ownership 
and operation of a wastewater utility serving the community of San Manuel, in Pinal County. 

The community of San Manuel has received wastewater services from BHP Copper, Inc., 
(“BHP”) for more than 50 years. BHF’ announced it was closing the mining operations and 
sought bidders to acquire and operate the existing collection and treatment facilities. Coronado 
entered into a purchase agreement with BHP to acquire the wastewater assets and its associated 
84 acres of property. 

In conjunction with the application for a CC&N, Coronado is also seeking approval to 
issue debt and encumber utility assets. Coronado intends to obtain authority for a capital 
structure of 10 percent equity and 90 percent debt. Coronado intends to obtain tax-exempt 
financing to acquire and upgrade the facilities. The financing will require Coronado to provide 
the lender with a lien on the utility facilities. 

There is a continuing need for wastewater treatment in San Manuel. BHP is no longer 
willing to provide the service and has contracted with Coronado to ensure the assets are 
transferred to a Commission regulated utility operating with Arizona Department of 
Environmental Quality approval. 

Staff Recommendations 

Staff recommends that the Commission approve Coronado Utilities, Inc’s., application 
for a Certificate of Convenience and Necessity to provide wastewater services, subject to the 
following conditions: 

1. That the Commission authorize Coronado Utilities, Inc., the wastewater rates and charges 
shown on Schedule CB-WW-2. 

2. That the Commission make a fair value rate base finding of $3,096,163. 

3. That Coronado utilize the depreciation rates stated in the attached Engineering 
Memorandum. 

CoronadoUtilities 



4. That Coronado be ordered to file a rate application in its fourth year of operations, using 
the third year as the test year. 

5. That Coronado be authorized to obtain $2,163,991 of long-term debt financing on the 
terms and conditions consistent with or better than those used in Staffs pro forma 
analysis subject to establishment of rates that provide Staffs recommended operating 
income. 

6. That the Commission approve the granting of liens in favor of the lender as required to 
secure the borrowings authorized. 

7. That the Commission deny Coronado’s request to use loan funds for operating expenses 
or income. 

8. That Coronado be authorized to engage in any transaction and to execute any documents 
necessary to effectuate the authorizations granted. 

9. That Coronado be ordered to file copies of all executed financing documents with Docket 
Control within 90 days of loan closing. 

10. That the Commission require Coronado Utilities, Inc., to file with Docket Control a copy 
of the Pinal County franchise withm 365 days of the effective date of the decision in th s  
matter. 

11. That the Commission require Coronado Utilities, Inc., to file with Docket Control a copy 
of the Arizona Department of Environmental Quality Unified Water Quality Permit for 
the San Manuel Wastewater Treatment Facility authorizing a treatment and disposal 
capacity of 350,000 gallons per day within 365 days of the effective date of the decision 
and order in this matter. 

12. That the Commission require Coronado Utilities, Inc., to file with Docket Control a tariff 
consistent with the rates and charges authorized by the Commission within 30 days of the 
effective date of a decision in this matter. 

13. That the Commission require Coronado Utilities, Inc., to maintain its books and records 
in accordance with the NARUC Uniform System of Accounts for Water Utilities. 

14. That the Commission require Coronado Utilities, Inc., to notify the Compliance Section 
of the Utilities Division within 15 days of initiating service to customers in the proposed 
service area. 

15. That the Commission authorize Coronado Utilities, Inc., to use the depreciation rates as 
recommended by Staff. 

Staff further recommends that the Commission’s Decision granting this Certificate of 
Convenience and Necessity to Coronado Utilities, Inc., be considered null and void without 

CoronadoUtilities 
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further order fi-om the Commission should Coronado fail to meet Conditions 10, 11 and 12 
within the time specified. 
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Introduction 

On February 10, 2005, Coronado Utilities, Inc., (“Coronado” or “Company”) filed an 
Application for a Certificate of Convenience and Necessity (“CC&N”) with the Arizona 
Corporation Commission (“ACC” or “Commission”) to provide wastewater services to a portion 
of Pinal County. 

On February 23, 2005 the Commission’s Utilities Division Staff (“Staff ’) informed 
Coronado the applications were sufficient for administrative purposes. 

Background 

Coronado is an Anzona corporation formed August 18, 2004, in good standing with the 
Commission’s Corporation Division. The Company was formed for the purpose of ownership 
and operation of a wastewater utility serving the community of San Manuel, in Pinal County. 

The community of San Manuel has received wastewater services fi-om BHP Copper, Inc., 
(“BHP”) for more than 50 years. BHP announced it was closing the mining operations and 
sought bidders to acquire and operate the existing collection and treatment facilities. Pivotal, 
through Coronado, entered into a purchase agreement with BHP to acquire the wastewater assets 
and its associated 84 acres of property. Pivotal entered into a separate agreement with BHP to 
guaranty Coronado’s obligations under the acquisition agreement. 

Coronado intends to obtain a CC&N, take over the existing operations and begin 
construction of required improvements. In conjunction with the application for a CC&N, 
Coronado has also sought approval of an initial financing authorization. Coronado intends to 
obtain authority for a capital structure of 10 percent equity and 90 percent debt. Coronado 
intends to obtain tax-exempt financing to acquire and upgrade the facilities. The financing will 
require Coronado to provide the lender with a lien on the utility facilities. 

Pivotal has operated and managed other Anzona utilities including: Pine Meadows 
Utilities, LLC., Sweetwater Creek Utilities, Bensch Ranch Utilities, LLC, Cross Creek Ranch 
Water Company and Verde Santa Fe Wastewater Company. 

Coronado’s initial Board of Directors is listed as Mr. Clingman, Mr. Williamson and Mr. 
Zemp. Mr. Clingman is employed by the Santec Corporation, a manufacturer of wastewater 
treatment plants. Mr. Zemp is a vice-president of Santec Corporation and a certified operator in 
Arizona and Colorado. Mr. Williamson is the managing member of Pivotal Utility Management, 
LLC, (“Pivotal”) of Denver Colorado. 

According to the application, Coronado will purchase the assets by way of a cash 
payment of $75,001 agreement to construct effluent delivery lines to the nearby golf course and 
abiding by the terms of the agreement. 

CoronadoUtilities 
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Pivotal Utilities and Affiliates 

Pivotal owns three (3) and operates five (5) utilities in Arizona. Pivotal currently 
operates Pine Meadows Utilities, LLC., Sweetwater Creek Utilities, Bensch Ranch Utilities, 
LLC, Cross Creek Ranch Water Company and Verde Santa Fe Wastewater Company. Pivotal 
owns Pine Meadows Utilities, LLC., Bensch Ranch Utilities, LLC, and Verde Santa Fe 
Wastewater Company. 

Pivotal’s affiliate, Pine Meadows Utilities, LLC., (“Pine Meadows”) obtained its initial 
CC&N in Commission Decision No. 64599 (March 4,2002). According to Pine Meadow’s most 
recent available Annual Report to the Commission, 2003, the utility reports $775,358 in total 
assets, $21,360 of revenue and an annual loss of $10,826 for operations. 

Pivotal operates Sweetwater Creek Utilities, Inc., (“Sweetwater”). The utility obtained 
its initial CC&N in Commission Decision No. 59916 (December 10, 1996). According to 
Sweetwater’s most recent available Annual Report to the Commission, 2003, the utility reports 
$603,634 in total assets, $222,182 of revenue and an annual income of $3 1,061. 

A second Pivotal affiliate, Bensch Ranch Utilities, LLC, (“Bensch Ranch”) obtained its 
initial CC&N in Commission Decision No. 67180 (August 10, 2004). Bensch Ranch has not 
filed an Annual Report with the Commission. 

Pivotal also operates Cross Creek Ranch Water Company, (“Cross Creek”) which 
obtained its initial CC&N in Commission Decision No. 65978 (June 17, 2003). According to 
Cross Creek’s most recent available Annual Report to the Commission, 2003, the utility reports 
that it has not constructed any assets and is not serving customers yet. 

A third Pivotal affiliate, Verde Santa Fe Wastewater Company, Inc., (“Verde Santa Fe”) 
obtained its initial CC&N in Commission Decision No. 60779 (April 8, 1998). According to 
Verde Santa Fe’s most recent available Annual Report to the Commission, 2003, the utility 
reports $668,3 1 1 in total assets, $99,578 of revenue and an annual loss of $3,641. 

The Utilities Division Compliance Section reports no outstanding issues with any of the 
Pivotal affiliates at this time. The respective Annual Reports for the operational utilities show all 
property taxes to be paid. 

Coronado’s Agreement with BHP 

On November 1, 2004, BHP and Coronado entered into a purchase agreement for 
wastewater collection and treatment facilities serving approximately 1,600 customers in the 
community San Manuel. The purchase price was set at $325,000, payable through an agreed 
upon “Improvement Credit” of $249,999 to the purchase price and additional consideration of 
$75,001. 
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The “Improvement Credit” is defined as Coronado’s agreement to design, permit and 
construct Golf Course Improvements related to a reclaimed water pipeline to transfer effluent to 
the golf course and transfer ponds. The completion of these facilities will result in Coronado 
receiving an Improvement Credit of $249,999 towards the full purchase price. 

According to the agreement at Section 4.(d), Coronado is to pay BHP $75,001 after 
wastewater treatment plant improvements have been made and prior to August 10,2006. 

Section 5(e) requires Coronado to negotiate a form of Codes, Covenants and Restrictions, 
(“CC&R’s”) to be recorded against the property. The CC&R’s will require Coronado to 
construct pipelines and supply reclaimed water to the golf course. Coronado further agrees to 
price the reclaimed water at no more the power costs required to pump the water to the golf 
course. 

According to Section S G ) ,  Pivotal furnished an irrevocable letter of credit to BHP in the 
amount of $200,000 to cover performance of all terms, conditions and provisions by Pivotal and 
Coronado. 

The agreement, at Section 7, requires Coronado to obtain a CC&N from the Commission 
for operation of wastewater facilities in the town of San Manuel. Coronado is also required to 
obtain the associated Aquifer Protection Permit (“APP”) from the Arizona Department of 
Environmental Quality, (“ADEQ’), applicable to the wastewater treatment plant and the 
associated upgrades. In the event Coronado fails to obtain the required permits, BHP has the 
option to extend the time frame or terminate the agreement. 

Section 9(e) provides BHP with a release from Coronado for any right of action under 
law, including environmental liabilities, which Coronado may have in the fbture arising from the 
presence of contamination, hazardous materials or physical condition of the property. 

Section 1 O(e) provides that BHP will decommission and clean-up the existing wastewater 
plant if Coronado constructs a new plant and provides BHP with written notice the existing 
facilities are no longer needed. 

The agreement provides at Section 16(c) that BHP will provide water to Coronado until 
January 1, 2006, at which time the Company will need to secure supplies from Arizona Water 
Company. 

Section 16(e) provides that Coronado is responsible for cleaning the oxidation and 
evaporation ponds, as well as discarding the waste materials taken from the ponds. BHP agrees 
to assist in the first cleaning of the ponds by transporting to an appropriate landfill all waste 
materials removed. 
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The Proposed Financing 

The Company proposes a twenty-year fully amortizing loan for an amount not to exceed 
$3,300,000 fiom the Municipal Leasing Credit Corporation (“MLCC”) with an annual interest 
rate between 6 and 7 percent and a projected monthly debt service of $24,266. MLCC will 
arrange financing in conjunction with the Pinal County Industrial Development Authority. 
According to the application, “Financing will likely occur in three phases: 1) construction 
financing, to commence at the time all permits are obtained by Coronado and purchase of the 
existing wastewater treatment plant and related system is complete; 2) interim financing, if a 
short-term bridge loan is needed to cover the time when construction begins but before all 
permits have been obtained; and 3) the issuance of a permanent loan after the completion of all 
system improvements and a new wastewater treatment plant.”’ 

Financial Analysis 

Schedule DRR- 1, attached, presents selected pro forma financial information fiom the 
Company’s application reflecting projected year one results of operations. Schedule DRR- 1 
reflects the Company’s proposed twenty-year $3,139,623 loan at 6.96 percent and an initial 
investment of $292,363 in common equity and pro forma first year operating income of 
$174,665. The resulting proposed highly leveraged capital structure is composed of 6.14 percent 
short-term debt, 80.91 percent long-term debt, and 12.95 percent equity. 

The proposed capital structure is more highly leveraged than is appropriate for an 
established utility. A new utility should have more equity in its capital structure than an 
established utility. Accordingly, Staff concludes that the Company’s proposed debt is excessive. 
Staff recommends that the Company not issue debt exceeding 60 percent of its initial total 
capital. The projected times interest earned ratio (“TIER”) and debt service coverage ratio 
(“DSC”) resulting from the Company’s proposal are 0.32 and 0.24, respectively, showing that 
cash flow is insufficient to cover debt obligations. 

TIER represents the number of times earnings cover interest expense on long-term debt. 
A TER greater than 1.0 means that operating income is greater than interest expense. A TIER 
less than 1 .O is not sustainable in the long term but does not mean that debt obligations cannot be 
met in the short term. 

DSC represents the number of times internally generated cash will cover required 
principal and interest payment on long-term debt. A DSC greater than 1.0 indicates that 
operating cash flow is sufficient to cover debt obligations. A DSC less than 1.0 means that debt 
service obligations cannot be met by cash generated fiom operations and that another source of 
funds is needed to avoid default. 

Id. Page 5 ,  lines 1 thru 6 .  1 
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Schedule DRR-2, Column A shows the Company’s pro forma capital structure at the end 
of year three. Column B shows Staffs recommended pro forma capital structure consisting of 
60 percent debt from a $2,163,991 loan and 40.0 percent common equity of $1,442,660. Column 
B also shows the projected TIER and DSC fiom Staffs recommended rates as 2.43 and 2.56, 
respectively. 

Staff concludes that the initial capital structure resulting from Coronado’s proposal for 
the issuance of the $3,139,623 loan is not compatible with the public interest or consistent with 
sound financial practices. 

Staff further concludes that use of loan proceeds for operating expenses or income is an 
inappropriate use of the funds. 

However, Staff concludes that issuance of debt in the amount of $2,163,991 which 
represents 60 percent of the Company’s total capital and Common Equity of $1,442,660 which 
represents 40 percent of the Company’s total capital is within Coronado’s corporate powers, 
compatible with the public interest, consistent with sound financial practices and will not impair 
its ability to perform service. 

Projected Fair Value Rate Base (“FVRB”) 

The Company provided information that was sufficient to calculate the projected original 
cost rate base (“OCREV’) as shown on Schedule CSB-WW2. Staff evaluated the projected 
OCRB as the fair value rate base. Staff recommends a fair value rate base equal to the end of 
year three projection of $3,096,163. 

Proiected Plant in Service 

In the first year, the Company plans to invest $150,000 for organizational costs and 
$75,000 in land for a total investment of $225,000. In the second and third years, the Company 
plans to invest $3,066,000 and $66,000, respectively, in backbone plant and on-site facilities 
resulting in a projected Plant in Service of $3,357,000 by the end of year three as shown on 
Schedule CSB-WW2. Staff accepted and made no adjustments to the Company’s projected year 
three plant in service balance. Staffs adjustment to reduce Plant in Service by $132,000 reflects 
Staffs use of the year three projected plant balance versus the Company’s use of the year five 
balance . 

Rate Design 

Schedule CSB-WW4 presents a complete list of the Company’s proposed, and Staffs 
recommended rates and charges. The Company provided a cost of service study based upon 
estimated sewer flows. Staff adjusted @.e., increased by 20 percent) the flow volumes for 
commercial customers and schools to reflect that these customer classes have wastewater fiom 
large kitchens and other sources that is generally more expensive to treat. Staff used the adjusted 
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cost of service study as a guide to allocate revenues to the various customer classes. The 
Company’s proposed and Staffs recommended rate designs consist of a monthly customer 
charge and a volumetric charge. 

Monthlv Customer Charges 

The Company proposes a monthly customer charge (flat rate) of $42.00 for residential 
customers. The rate is based upon the amount of revenue allocated to the residential customer 
class divided by the number of residential customers. The Company proposes a $5.00 monthly 
customer charge for each mobile home park resident, $65.00 for each commercial customer, and 
no monthly customer charge for schools. 

Staff proposes a $7.50 monthly customer charge for each customer class. The $7.50 is 
the Company’s estimate of management and billing costs per month per customer.2 

Volumetric Charge 

The Company proposes a $0.42 per 100 gallons of water usage volumetric charge for 
commercial customers and  school^.^ Staff recommends $0.4901, $0.9205, and $0.2648 per 100 
gallons of water usage for the Mobile Home Park, Commercial, and Schools customer classes, 
respectively. Staffs recommended volumetric rate design (Plan A) is contingent upon the 
Company obtaining a formal written agreement with Arizona Water Company to obtain monthly 
water usage data for Commercial customers, Mobile Home Park customers and Schools for as 
long as Coronado has a rate design based upon monthly water usage. If Coronado is unable to 
obtain the agreement, Staff recommends the Plan B - Alternative Rate Design that is based upon 
the capacity multipliers of various water meter sizes as shown on Schedule CSB-WW4. 

Effluent Sales 

The Company proposes to sell effluent at $0.15 per 1,000. Staff reviewed the rate and 
found it to be rea~onable.~ 

Service Charges 

Staff decreased the Establishment (After Regular Working Hours), and Service Call Out 
(After Regular Working Hours) to reflect charges currently recommended by Staff for similar 
utilities. The Company did not provide any cost justification to support its proposed charges. 

Per response to data request CSB 2-1 1. 
Coronado was unable to obtain monthly water usage data for residential customers from Arizona Water Company. 
The existing wastewater system does not sell effluent. 

constructed. The date the golf course will be built is uncertain. 

2 

Effluent sales are expected once a golf course is 4 
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Service Charges 

Staff decreased the Establishment (After Regular Working Hours), and Service Call Out 
(After Regular Working Hours) to reflect charges currently recommended by Staff for similar 
utilities. The Company did not provide any cost justification to support its proposed charges. 

Staff Recommendations 

Staff recommends approval of the Staff proposed Plan A, or if necessary Plan B, rates 
and charges as shown in Schedule CSB-WW4. Staff further recommends that the 
implementation of Staffs Plan A rate design be contingent upon the Company obtaining a 
formal written agreement with AWC to obtain monthly water usage data for Commercial 
customers, Mobile Home Park customers and Schools for as long as Coronado has a rate design 
based upon monthly water usage. If the Company is unable to obtain the agreement, Staff 
recommends implementation of the Plan B rate design. 

Section 208 Plan Approval 

The Federal Water Pollution Control Act as amended by the Water Quality Act of 1987 
(“Clean Water Act”) is a commitment by the federal government to the elimination of pollution 
in the nation’s waters. Each state is required, under Section 208 of the Clean Water Act, to 
develop and implement area-wide water quality management plans for pollution control. 

In Arizona, six (6) Councils of Government, (“COGS”) have been designated by the 
Governor as “Water Quality Management Planning Agencies” under Section 208, of the Clean 
Water Act. Mohave County (“The County”) is designated by the Governor and the EPA as the 
area wide water quality management planning agency for Mohave County. 

The guidelines for 208 planning set forth in the Clean Water Act are fairly broad so that 
the various water quality issues in different areas of the nation can be addressed appropriately. 
Each 208 Plan must identify the water quality management needs in its planning area and 
provide a program to develop solutions. The County208 planning process is an ongoing effort in 
response to changing water resource issues, regulations, treatment technologies and changing 
demographics. 

On the federal level, the Environmental Protection Agency (“EPA”) has the responsibility 
of overseeing the planning efforts necessary to meet the specific requirements of Section 208. 
ADEQ administers both the basin-wide planning and water quality monitoring programs. In 
addition, ADEQ is responsible for reviewing and enforcing water quality standards for the State. 
For the County 208 Program, the EPA and ADEQ provides guidance in the terms of policy, 
procedure and review of documents to assure adherence to the requirements of the Clean Water 
Act. 
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A major effort of the 208 Plan is the Point Source Plan. Point Source Planning is 
primarily directed at compiling the preferred wastewater collection and treatment system for the 
affected area through the year 2020. Toward that end, the Point Source Plan examines 
population and wastewater flow projections, wastewater treatment plant siting, treatment 
methods, effluent disposal, reclaimed water reuse and sludge management. 

ADEQ Permits 

The objective of a Point Source Plan is to identify the preferred wastewater collection and 
treatment and effluent reuse or disposal systems for the affected area. The regulatory framework 
for management of water quality is comprised of permit compliance and monitoring of protected 
uses. The ADEQ defines, monitors and enforces water quality standards for protected uses of 
surface waters, aquifers and public water supplies. The ADEQ permit framework for point 
source management consists of three primary elements consisting of the Arizona Pollutant 
Discharge Elimination System (“AZPDES”) the Aquifer Protection Permit (“APP”) and the 
reclaimed water reuse permit program. 

The purpose of the AZPDES permit programs is to regulate the quality of point source 
discharges into the waters of the nation. Based on specific criteria, discharges to rivers, 
tributaries to the rivers, dry washes and various lakes and canals within the affected area are 
subject to the AZPDES permit program provisions. 

The ADEQ has established Surface Water Quality Standards (“SWQS”) as required to 
meet the goals of the federal Clean Water Act and to protect the quality of surface waters in the 
state. The EPA incorporates the SWQS and federal regulation related to surface water quality 
and effluent discharge quality into the AZPDES permits. Pollutant levels established by the 
AZPDES permit programs vary among wastewater reclamation facilities depending upon the 
designated use of reclaimed water. Permits are typically issued for a term of five yews. 

Aquifer Protection Permit 

The APP was established by the Environmental Quality Act of 1986 and implemented by 
rule in 1989. The purpose of the APP program is to protect the groundwater quality and public 
health fiom potential environmental risks posed by the facilities that discharge pollutants to the 
land surface, underlying soil, or groundwater that have a potential to reach an aquifer. 

The APP permitting requirements are determined based on the type of facility or land 
use, capacity of the facility, andor the type of discharges that the facility will produce. The most 
crucial requirements for obtaining an APP are demonstrating that the Best Available 
Demonstrated Control Technology (“BADCT”) will be used to minimize the discharge of 
pollutants, Aquifer Water Quality Standards will not be violated and that the facility possesses 
the financial and technical capability to comply with the permit conditions. 
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The Environmental Quality Act requires that all domestic wastewater and disposal 
facilities requiring an APP use BADCT as part of their wastewater treatment process. The 
ADEQ adopted BADCT requirements for new sewage treatment facilities. The design review of 
sewage treatment facilities has been consolidated into the APP application review process. 
BADCT requirements are defined within the rules which require secondary treatment, removal 
for new facilities and expansion of existing facilities. The revision of the APP rule took effect 
January 2001. 

The reclaimed water use permit program, established in 1985, allows the reuse of 
reclaimed water for a variety of applications such as agriculture, urban lakes, golf course 
irrigation, ponds and industrial uses. Water reclamation plants are required by rules to have a 
reuse permit for the release of reclaimed water for reuse purposes. 

There are two main categories of reclaimed water reuse including direct non-potable 
reuse and indirect reuse. Direct reuse consists of irrigation and makeup water for urban lakes. 
Indirect reuse typically involves aquifer recharge and recovery. The indirect reuse of reclaimed 
water usually involves recharge to an aquifer for storage and future recovery. The reclaimed 
water is typically allowed to infiltrate through the dry soils above the aquifer allowing additional 
treatment. Recharge projects using reclaimed water are required to obtain an APP. 

Coronado has applied to ADEQ for an APP. The application is proceeding through 
ADEQ’s review and authorization process. 

On January 3, 2005, ADEQ informed Pivotal that in consultation with CAAG, the 
replacement wastewater treatment facility proposed for San Manuel will not require a Plan 208 
amendment. ADEQ also informed Pivotal that if the plant were to require a discharge permit, 
increased service area, or increased treatment capacity, a Plan 208 amendment would be 
required. 

Technical Analysis 

A. Design 

The existing wastewater treatment facility consists of two aerobic stabilization ponds, 
effluent evaporation ponds, a sludge digester, and sludge drylng beds, which treated mining and 
domestic wastewater. This treatment facility is over fifty years old and at the end of its 
usefulness. The facility uses an obsolete treatment process and is oversized if influent is limited 
to domestic wastewater fiom the community of San Manuel. Most importantly the current San 
Manuel wastewater treatment facilities cannot meet ADEQ requirements for best available 
demonstrated control technology (“BADCT”) for permitting purposes. Consequently the system 
should be replaced and the old facility abandoned and closed. 

Coronado will construct a new wastewater treatment plant (herein also “WWTP”). The 
new WWTP will be a SantecB 0.350 million gallon per day (“MGD”) activated sludge plant, 
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which incorporates de-nitrification in the secondary treatment process. The entire facility will 
include, grit and solids removal, influent flow metering, flow equalization basins, sludge 
treatment and handling, disinfection, standby power, and ancillary laboratory and control 
buildings. The existing evaporation ponds will be retained for effluent disposal. 

Current domestic wastewater flows are 0.281 MGD annual average day and 0.304 MGD 
as average day, peak month, which are well within the capacity of the proposed treatment 
facility. If flows increase in the future, the Santec plant is readily expandable by adding modular 
process units. 

On March 2, 2005, Coronado submitted an Aquifer Protection Application to DEQ for 
construction of the new WWTP. Coronado anticipates the commencement of operation by June 
30,2006. 

B. Effluent Disposal 

The wastewater treatment plant will produce an effluent of a quality sufficient to meet the 
standards for open access irrigation. Therefore, effluent disposal will be via golf course 
irrigation and evaporatiodpercolation in the existing evaporation ponds. Staff estimated that 
there is at least 16 days storage in the evaporation ponds (assuming 3 feet depth). The golf 
course demands 0.400 MGD, and the ponds can evaporate and additional 0.085 MGD. There 
will also be additional effluent disposal capacity by percolation, but this rate is as yet undefined. 

According to Staffs analysis, the total disposal capacity of 0.485 MGD should be 
sufficient to accommodate the design flow of 0.350 MGD. Consumptive rates, winter balances, 
and storage requirements will all be refined in the ADEQ Unified Water Quality Permit (Aquifer 
Protection Permit and the Permit for Direct Reuse of Reclaimed Water). 

According to the terms of the purchase ageement, Coronado will be required to construct 
a treated effluent line to the golf course. However, Coronado will receive a credit in the amount 
of the effluent line cost, against the purchase price of the wastewater treatment facility. 

c. costs 

I An Engineer’s Opinion of Cost was prepared for the new San Manual Wastewater 
Treatment Plant. They are summarized below: 

~ WASTEWATER TREATMENT PLANT 

Headwords 
Pumping Systems 
Process Tanks 

$71,276 
$1 5 8,23 6 
$1,046,290 
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Aeration System 
Disinfection 
Install and Construct 

WWTP Sub Total 

SITE AND ANCILLIARY EQUIPMENT 

Operation & Lab Building 
Stand-by Power 
SCADA' & Lab equipment 
Storage pond rehab 
Effluent force main 

SITE & FACILITY SUB-TOTA 

CONTINGENCIES 

FACILITY TOTAL 

PURCHASE PRICE FOR OLD WWTP & 
COLLECTION SYSTEM 

CREDIT FOR EFFLUENT LINE 

GRAND TOTAL 

Debt authorization 

$8 0,024 
$83,000 
$500,000 

$1,938,826 or 5.54 $/gallon 

$240,000 
$98,000 
$35,000 

$250,000 
$100,000 

$2,661,826 

$338,174 (42 .5%)  

$3,000,000 

$325,000 

-$250,000 

$3,075,000 

$3,300,000 

The above estimated costs appear to be within historic magnitudes and reasonable 
expectations. However, approval of this CC&N and financing application does not imply any 
particular future treatment for the rate base. No "used and useful" determination of the proposed 
plant in service was made, and no conclusions should be inferred for rate making or rate base 
purposes 

Environmental Assessment 

One of the potential pitfalls of this acquisition is the possibility that the utility or its 
ratepayers could face future claims as a result of past disposal practices by the mine at the 
wastewater treatment site. This includes, but is not limited to, any future or potential damages, 
clean-up costs, closure costs, or remediation costs as a result of past disposal practices pursuant 

SCADA is an acronym for Supervisory Control And Data Acquisition. SCADA is the software which sits on top 
of the hardware and manages and controls the processes. 

CoronadoUtilities 



c 

Coronado Utilities, Inc., 
Docket No. SW-04305A-05-0086 
Page 12 

to the Resource Conservation and Recovery Act, the Toxic Substances Control Act, or any other 
applicable state and federal environmental law. 

In the Purchase Agreement between BHP and Coronado, Coronado is indemnified by 
BHP for any present or future contamination that can be associated to the mining activities which 
took place in the past, or that may be discovered in the future. In addition, a phase one and phase 
two environmental assessment was conducted on the land being sold to Coronado, and no 
hazardous contamination was found that would preclude the use of the site for a WWTP facility. 

Depreciation Rates 

Staff has developed typical and customary depreciation rates within a range of anticipated 
equipment life. These rates are presented in Table 2, and it is recommended that the Company 
use the depreciation rates by individual NARUC category, as delineated in this table. 

DEPRECIATION RATES FOR WASTEWATER SYSTEM 

Annual 
Depreciable Plant Accrual 

Rate (%) 

Average 
Service 

Life 
(Years) 

Acct. 
No. 

354 Structures & Improvements 30 3.33 
355 Power Generation Equipment 30 3.33 
360 Collection Sewers - Force 50 2.00 
361 Collection Sewers - Gravity 50 2.00 
362 SDecial Collecting; Structures 50 2.00 

r 363 Services to Customers 50 2.00 
364 Flow Measuring Devices 10 10.00 n I " I I 

1- 365 -1 Flow measuring Installations I 20 I 5.00 

I 367 I Installations I 30 I 3-33 
Reuse Meters and Meter 

I 

375 Reuse Transmission and 50 2.00 

380 Treatment and Disposal Equipment 20 5.00 
381 Plant Sewers 20 5.00 

Distribution System 

I I I I 382 I Outfall Sewer Lines 25 4.00 
389 Other Plant & Misc Equipment 15 6.67 
390 Office Furniture & Equipment 15 6.67 

390.1 Comtmters & Software 5 20.00 
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394 
395 

39 1 Transportation Equipment 5 20.00 
392 Store Eaubment 25 4.00 

10.00 
Power herated Eaubment 20 5.00 
Laboratory Equipment 10 

1 393 ~1 Tools,Shop&GaraneEquipment 1 20 I 5.00 I 

397 
398 

Miscellaneous Equipment 10 10.00 
Other Tannible Plant ---- -__- I I 

Coronado has not obtained a county franchise for water or wastewater service. 

Staff Recommendations 

Staff recommends that the Commission approve Coronado Utilities, Inc., application for 
a Certificate of Convenience and Necessity to provide wastewater services, subject to the 
following conditions: 

1. That the Commission authorize Coronado Utilities, Inc., the wastewater rates and charges 
shown on Schedule CB-WW-2. 

2. That the Commission make a fair value rate base finding of $3,096,163. 

3. That Coronado utilize the depreciation rates stated in the attached Engineering 
Memorandum. 

4. That Coronado be ordered to file a rate application in its fourth year of operations, using 
the third year as the test year. 

5.  That Coronado be authorized to obtain $2,163,991 of long-term debt financing on the 
terms and conditions consistent with o r  better than those used in Staffs pro forma 
analysis subject to establishment of rates that provide Staffs recommended operating 
income. 

6. That the Commission approve the granting of liens in favor of the lender as required to 
secure the borrowings authorized. 

7. That the Commission deny Coronado’s request to use loan fbnds for operating expenses 
or income. 

8. That Coronado be authorized to engage in any transaction and to execute any documents 
necessary to effectuate the authorizations granted. 
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9. That Coronado be ordered to file copies of all executed financing documents with Docket 
Control within 90 days of loan closing. 

10. That the Commission require Coronado Utilities, Inc., to file with Docket Control a copy 
of the Pinal County franchise within 365 days of the effective date of the decision in this 
matter. 

1 1. That the Commission require Coronado Utilities, Inc., to file with Docket Control a copy 
of the Arizona Department of Environmental Quality Unified Water Quality Permit for 
the San Manuel Wastewater Treatment Facility authorizing a treatment and disposal 
capacity of 350,000 gallons per day within 365 days of the effective date of the decision 
and order in this matter. 

12. That the Commission require Coronado Utilities, Inc., to file with Docket Control a tariff 
consistent with the rates and charges authorized by the Commission within 30 days of the 
effective date of a decision in this matter. 

13. That the Commission require Coronado Utilities, Inc., to maintain its books and records 
in accordance with the NARUC Uniform System of Accounts for Water Utilities. 

14. That the Commission require Coronado Utilities, Inc., to notify the Compliance Section 
of the Utilities Division within 15 days of initiating service to customers in the proposed 
service area. 

15. That the Commission authorize Coronado Utilities, Inc., to use the depreciation rates as 
recommended by Staff. 

Staff further recommends that the Commission's Decision granting this Certificate of 
Convenience and Necessity to Coronado Utilities, Inc., be considered null and void without 
further order from the Commission should the Coronado fail to meet Conditions 10, 11 and 12 
within the time specified. 
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---------- M E M O R A N D U M  

TO : Jim Fisher 
€xecutive Consultant II 
Utilities Division 

FROM: Barb Wells k 
Information Technology Specialist 
U t  i I it I e5 Division 

THRU: Del Smith @ 
€ngi neeri ng Supervisor 
Utilities Division 

DAT€: March 14, 2005 

R€ : CORONADO UTILITIES, INC. [DOCKET NO. SW-04305A-05-00861 
REYISED LEGAL DESCRIPTION 

The area requested by Coronado for a wastewater CC&N has been plotted using a 
revised legal description, which has been docketed. This legal description is attached 
and should be used in place of the original description submitted with the application. 

Also attached are copies of the maps for your files. 

: bsw 

Attachments 

cc: Docket Control 
Mr. Jay Shapiro 
Mr. Jason Williamson 
Deb Person (Hand Carried) 
File 
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1 .  

Legal Description of The San Manuel Sewer District 

That part of Section 24 and 25, Township 9 South, Range 16 East, and Sections 
19,20,28,29,30,31,32 and 33, Township 9 South, Range 17 East, and Sections 4,5 and 6, 
Township 10 South, Range 17 East, of the Gila and Salt River Base and Meridian, Pinal 
County, Arizona, described as follows; 

Commencing at the southeast corner of the above mentioned Section 5 ,  Township 
10 South, Range 17 East, said point being the point of beginning of the land to be 
described, (The basis of bearing is the south line of the southeast quarter of Section 5 ,  
Township 10 South, Range 17 East being north 89 degrees 57 minutes 50 seconds West). 

THENCE North 89 degrees 57 minutes 50 seconds West for a distance of 2650.23 
feet along the south line of said Section 5 to the south quarter comer being a found GLO 
brass cap dated 1924. 

feet along the south line of said Section 5 to the southwest comer being a found GLO 
brass cap dated 1924. 

feet along the south line of said Section 6 to the south quarter comer being a found GLO 
brass cap dated 1924 

feet along the south line of said Section 6 to a found GLO stone. 

feet along the west line of said Section 6 to a found brass cap, being the intersection of 
Township 9 and 10 South, and Range 16 and 17 East. 

THENCE North 00 degrees 54 minutes 22 seconds West for a distance of 5291.81 
feet along the west line of said Section 31 to the northwest comer being a found 518 inch 
rebar. 

THENCE North 00 degrees 56 minutes 15 seconds West for a distance of 2662.69 
feet along the west line of said Section 30 to the west quarter comer being a found % inch 

THENCE North 00 degrees 59 minutes 01 seconds West for a distance of 2322.17 
feet along the west line of said Section 30 to a found aluminum cap LS 4154 on the south 
line of the San Manuel Golf Course. 

THENCE North 66 degrees 21 minutes 49 seconds West for a distance of 801.59 
feet along the south line of the San Manuel Golf Course to a found aluminum cap LS 
4 154. 

THENCE North 66 degrees 22 minutes 41 seconds West for a distance of 
1887.00 feet along the south line of the San Manuel Golf Course to a found Aluminum 
cap LS 4154. 

THENCE North 00 degrees 00 minutes 54 seconds East for a distance of 1201.47 
feet along the west line of the San Manuel Golf Course to a found Aluminum cap LS 
4154 on the south right-of -way line of highway 76. 

THENCE North 89 degrees 56 minutes 30 seconds West for a distance of 2645.27 

THENCE South 89 degrees 40 minutes 58 seconds West for a distance of 2638.79 

THENCE South 89 degrees 37 minutes 16 seconds West for a distance of 2632.37 

THENCE North 00 degrees 05 minutes 24 seconds West for a distance of 5538.15 

I open pipe. 



THENCE South 67 degrees 01 minutes 57 seconds East for a distance of 1855.09 
feet along the south right-of-way line of highway 76 to a ADOT monument % inch steel 
pin at station 119+00. 

THENCE South 67 degrees 02 minutes 16 seconds East for a distance of 797.52 
feet along the south right-of-way line of highway 76 to a found aluminum cap LS 41 54 
at station 11 1t-03.30. 

THENCE North 00 degrees 56 minutes 02 seconds West for a distance of 1658.80 
feet along the west line of said Section 19 to the west quarter comer being a found % inch 
rebar. 

feet along the west line of said Section 19 to a point on the south line of San Manuel 
Airport lease. 

THENCE North 56 degrees 09 minutes 30 seconds West for a distance of 47.3 1 
feet along the south line of San Manuel Airport lease to a set % inch rebar. 

THENCE along a curve to the left having a radius of 1 1535.71 feet, and an arc 
length of 1216.19 feet subtended by a cord of North 52 degrees 00 minutes 23 seconds 
West for a distance of 1215.61 feet along the south line of the San Manuel airport lease to 
a set ?4 inch rebar. 

feet to a point. 

feet to a point on the north fence line of the Commodity Warehouse. 

feet to a point. 

feet to a point on a fence comer. 

8527.39 feet to a set ‘/z inch rebar on the west right-of-way line of Highway 76. 

feet to a point on the south line of said Section 4. 

feet along the south line of said Section 4, to the point of beginning of the land 
described. 

THENCE North 00 degrees 56 minutes 39 seconds West for a distance of 556.8 1 

THENCE North 33 degrees 50 minutes 30 seconds East for a distance of 1 156.98 

THENCE South 56 degrees 09 minutes 30 seconds East for a distance of 93 18.47 

THENCE North 90 degrees 00 minutes 00 seconds East for a distance of 4960.97 

THENCE South 33 degrees 57 minutes 38 seconds East for a distance of 3504.07 

THENCE South 15 degrees 52 minutes 36 seconds West for a distance of 

THENCE South 00 degrees 00 minutes 00 seconds East for a distance of 4680.74 

THENCE South 89 degrees 54 minutes 01 seconds West for a distance of 1173.24 

Together with and subject to covenants, easements, and restrictions of record. 

Said property contains 5 104.3 8 acres more or less. 
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RE: 

EXHIBIT A 
MEMORANDUM 

Crystal Brown 
Public Utilities Analyst V 
Financial and Regulatory AnaIysis Section, Utilities Division 

Dennis Rogers LA% 
Public Utilities Analyst IV 
Financial and Regulatory Analysis Section, Utilities Division 

May 23,2005 

CORONADO UTILITIES, INC. 
DOCKET NO. SW-04305A-05-0087 

Introduction 

Coronado Utilities, Inc. (“Coronado” or “Company”) filed a Financing Application’ on 
February 10, 2005, with the Arizona Corporation Commission (“Commission”) for authorization 
to issue a combination of short and long term debt instruments totaling not more than 
$3,300,000, the proceeds of which are intended to finance the acquisition of wastewater 
infiastructur e. 

On February 10,2005, Coronado filed with the Commission an Application’ for a new 
Certificate of Convenience and Necessity (“CCN” or “Certificate”) to provide wastewater utility 
service in a portion of Pinal County. 

On February 11,2005, Coronado filed a Motion to Consolidate the two applications. 

March 16,2005, a Procedural Order was issued by the Administrative Law Judge to 
consolidate the two filings. 

Notice 

Coronado published Notice in the San Manuel Miner, a weekly newspaper, on April 27, 
2005, and provided Staff with a copy of the Notice and affidavit of the publisher. A copy of that 
published Notice is attached along with a copy of the notice the Company mailed to all 
customers receiving service. 

Docket No. SW-04305A-05-0087 
Docket No. SW-04305A-05-0086 
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Background 

Coronado is an Arizona perpetual corporation which is an affiliate of Pivotal Utility 
Management, L.L.C. (“Pivotal”). Pivotal operates and manages several Arizona public utility 
service corporations. Pivotal has entered into a separate agreement with BHP Copper (“BHF”’) 
to guaranty the performance of Coronado’s obligations under the purchase agreement. 
Additionally, Pivotal entered into an operation and maintenance agreement with BlW to operate 
and manage the current wastewater treatment facility during construction of a new wastewater 
treatment facility. Coronado is proposing to purchase approximately 84 acres of land together 
with the wastewater and related improvements, located in Pinal County near San Manuel, 
Arizona. 

Purpose of Financing 

Coronado proposes to use the proceeds of its $3,139,623 borrowing to purchase the BHP 
wastewater treatment system and related appurtenances located near San Manuel, Arizona. The 
application states, “In addition, the financing will be used to construct a new wastewater 
treatment facility to replace the current wastewater treatment facility, which is approximately 
fifty-two (52) years old and in need of upgrades to meet applicable governmental requirements, 
including the Arizona Department of Environmental Quality (“ADEQ”) guidelines for best 
available design control te~hnology.”~ 

Description of Proposed Financing 

The Company proposes a twenty-year fully amortizing loan for an amount not to exceed 
$3,300,000 fi-om the Municipal Leasing Credit Corporation (“MLCC”) with an annual interest 
rate between 6 and 7 percent and a projected monthly debt service of $24,266. MLCC will 
arrange financing in conjunction with the Pinal County Industrial Development Authority. 
According to the application, “Financing will likely occur in three phases: 1) construction 
financing, to commence at the time all permits are obtained by Coronado and purchase of the 
existing wastewater treatment plant and related system is complete; 2) interim financing, if a 
short-term bridge loan is needed to cover the time when construction begins but before all 
permits have been obtained; and 3) the issuance of a permanent loan after the completion of all 
system improvements and a new wastewater treatment plant.’A 

- 

Financial Analysis 

Schedule DKR-1, attached, presents selected pro forma financial information fi-om the 
Company’s application reflecting projected year one results of operations. Schedule DRR-1 
reflects the Company’s proposed twenty-year $3,139,623 loan at 6.96 percent and an initial 
investment of $292,363 in common equity and pro forma first year operating income of 

Coronado’s Utilities, Inc.’s Financing Application, Page 1, lines 21 thru 25. 
Id. Page 5, lines 1 thru 6. 4 

S W-043 05A-05-0087 
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$174,665. The resulting proposed highly leveraged capital structure is composed of 6.14 percent 
short-term debt, 80.91 percent long-term debt, and 12.95 percent equity. 

The proposed capital structure is more highly leveraged than is appropriate for an 
established utility. A new utility should have more equity in its capital structure than an 
established utility. Accordingly, Staff concludes that the Company’s proposed debt is excessive. 
Staff recommends that the Company not issue debt exceeding 60 percent of its initial total 
capital. The projected times interest earned ratio (“TIER”) and debt service coverage ratio 
(“DSC”) resulting from the Company’s proposal are 0.32 and 0.24, respectively, showing that 
cash flow is insufficient to cover debt obligations. 

TIER represents the number of times earnings cover interest expense on long-term debt. 
A TIER greater than 1.0 means that operating income is greater than interest expense. A TIER 
less than 1 .O is not sustainable in the long term but does not mean that debt obligations cannot be 
met in the short term. 

DSC represents the number of times internally generated cash will cover required 
principal and interest payment on long-term debt. A DSC greater than 1.0 indicates that 
operating cash flow is sufficient to cover debt obligations. A DSC less than 1.0 means that debt 
service obligations cannot be met by cash generated from operations and that another source of 
funds is needed to avoid default. 

Schedule DRR-2, Colurnn A shows the Company’s pro forma capital structure at the end 
of year three. Column B shows Staffs recommended pro forma capital structure consisting of 60 
percent debt from a $2,163,991 loan and 40.0 percent common equity of $1,442,660. Column B 
also shows the projected TIER and DSC fiom Staffs recommended rates as 2.43 and 2.56, 
respectively. 

Staff Conclusions and Recommendations 

Staff concludes that the initial capital structure resulting fiom Coronado’s issuance of the 
proposed $3,139,623 loan is not compatible with the public interest or consistent with sound 
financial practices. 

Staff further concludes that use of loan proceeds for operating expenses or income is an 
inappropriate use of the funds. 

Staff hrther concludes that issuance of debt in the amount of $2,163,991 which 
represents 60 percent of the Company’s total capital and Common Equity of $1,442,660 which 
represents 40 percent of the Company’s total capital is within Coronado’s corporate powers, 
compatible with the public interest, consistent with sound financial practices and will not impair 
its ability to perform service. 

SW-04305A-05-0087 
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Staff recommends authorization to obtain $2,163,991 of long-term debt financing on the 
terms and conditions consistent with or better than those used in Staffs pro forma analysis 
subject to establishment of rates that provide Staffs recommended operating income. 

Staff further recommends approval of granting of liens in favor of the lender as required 
to secure the borrowings authorized. 

Staff further recommends denial of Coronado’s request to use loan funds for operating 
expenses or income. 

Staff further recommends authorizing Coronado to engage in any transaction and to 
execute any documents necessary to effectuate the authorizations granted. 

Staff further recommends that Coronado be ordered to file copies of all executed 
financing documents with Docket Control within 90 days of loan closing. 

I 
, SW-04305A-05-0087 
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I 
Schedule DRR-1 

I Company Income Statement and Capital Structure at the End of Year One 

I 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

Operating Income 
Depreciation & Amort. 
Income Tax Expense 

Interest Expense 
Repayment of Principal 

TIER' 
[1+3] + [5] 

[I +2+3] + [5+6] 
DSC 

Short-term Debt 

Long-term Debt 

Common Equity 

$ 174,665 
0 

103,601 

22 1,447 
76,877 

0.32 

0.24 

$221,447 6.14% 

$2,918,176 80.91% 

$467,028 12.95% 

Total Capital $3,606,651 100.00% 

'EBIT Interest coverage (earnings before interest and taxes) 
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Schedule DRR-2 

Company Year Three Income Statement and Capital Structure as Filed 
Staff Recommended Pro Forma Year Three Including Effects of the Staff Recommended Capital Structure 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

Operating Income 
Depreciation & Amort. 
Income Tax Expense 

Interest Expense 
Repayment of Principal 

TIER' 
[1+3] + [5] 

[1+2+3J + [5+6] 
DSC 

Short-term Debt2 

Long-term Debt' 

Common Equity2 

Total Capital 

[AI 
Company 

Application 
Year Three 

$ 204,629 
151,936 

103 

21 0,000 
88,323 

0.97 

1.19 

P I  
Staff 

Pro Forma 
Year Three 

$ 277,912 
151,936 
84,320 

148,985 
51,721 

2.43 

2.56 

$21 0,000 5.99% $148,985 4.13% 

$2,758,898 78.71 % $2,015,006 55.87% 

$536,288 15.30% $1,442,660 40.00% 

$3,505,186 100.00% $3,606,651 100.00% 

' EBlT Interest coverage (earnings before interest and taxes) 
Column B reflects initial capitalization without results of operations for years one and two. 
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Introduction 

On February 10,2005, Coronado Utilities, Inc. (“Coronado” or “Company”), filed an 
Application with the Arizona Corporation Commission (“Commission”) for a Certificate of 
Convenience and Necessity (“CC&N”) to provide wastewater service to the community of San 
Manuel located in Pinal County, Arizona. 

San Manuel’s waste water service is currently provided by BHP Copper, Inc. (“BHP”). 
BHP’s wastewater system was constructed primarily to serve its mining operations. In June 
1999, BHP announced that it would close its mining operations and, in connection therewith, 
discontinue wastewater service to the community of San Manuel. On November 10,2004, BHP 
entered into a Purchase Agreement (“Agreement”) with Coronado for the sale of a parcel of land 
that includes the wastewater treatment plant. 

Historical operating and financial information exists but does not provide sufficient’ 
information to establish rates for this wastewater system. In response to data request CSB 2-14, 
the Company reported that the expense data provided by BHP did not include administrative, 
overhead or depreciation and amortization expense. In addition, Staff determined fiom talking to 
the Company that BHP did not provide an amount for the cost of electricity needed for electric 
purchased pumping power as BHP did not segregate the cost from its mining operations. 

’ BHP did not separate a significant amount of its wastewater financial data f?om its mining operations financial 
data. Additionally, historical costs are not 
representative of costs going forward because ADEQ requirements cause the need to build a new wastewater 
treatment facility. 

Therefore, the wastewater treatment cost data is incomplete. 
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The San Manuel community that Coronado proposes to serve has approximately 1,250 
single family residences, 300 mobile home residences, 60 commercial establishments , and three 
schools. The current wastewater treatment facility is old and does not meet Arizona Department 
of Environmental Quality’s (“ADEQ’) standards. Coronado plans to retire the existing 
wastewater facility and construct a new facility that meets ADEQ requirements. Coronado 
expects to complete the new facility in the latter part its first year of operations. Staff expects 
Coronado’s third year of operations to be the first full year of typical operating results with the 
new plant. Therefore, Staffs recommends rates based on projections of the Company’s third- 
year of operations, as adjusted by Staff. Staff is basing its recommendations on year three 
instead of year five as is the normal practice for CC&N applications because the Company has a 
stable, existing customer base and the new facilities are expected to be in operation for that entire 
year. 

Staff recommends revenue that exceeds the Company’s proposed revenue of $959,576 by 
$5,717. Staffs recommended revenue would generate operating income of $277,912 resulting in 
an 8.98 percent rate of return on a Staff adjusted original cost rate base of $3,096,163 as shown 
on Schedule CSB-WW1 . 

Projected Fair Value Rate Base (“WRB”) 

The Company provided information that was sufficient to calculate the projected original 
cost rate base (“OCRB”) as shown on Schedule CSB-WW2. Staff evaluated the projected 
OCRB as the fair value rate base. Staff recommends a fair value rate base equal to the end of 
year three projection of $3,096,163. 

Projected Plant in Service 

In the first year, the Company plans to invest $150,000 for organizational costs and 
$75,000 in land for a total investment of $225,000. In the second and third years, the Company 
plans to invest $3,066,000 and $66,000, respectively, in backbone plant and on-site facilities 
resulting in a projected Plant in Service of $3,357,000 by the end of year three as shown on 
Schedule CSB-WW2. Staff accepted and made no adjustments to the Company projected year 
three plant in service balance. Staffs adjustment to reduce Plant in Service by $132,000 reflects 
Staffs use of the year three projected plant balance versus the Company’s use of the year five 
balance . 

Accumulated Depreciation I 
In year three, the Company anticipates a $227,573 Accumulated Depreciation balance as 

shown on Schedule CSB-WW2. Staff accepted and made no adjustments to the Company 
projected year three balance. Staffs adjustment to reduced Accumulated Depreciation by 
$307,831 reflects Staffs use of the year three balance rather than the Company’s use of the year 
five balance. 
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Customer Deposits 

The Company projects that the customer deposits balance will be $33,264 in year three. 
Staff accepted and made no adjustments to the Company projected year three balance. Staffs 
adjustment to reduce customer deposits by $3,024 reflects Staffs recommended use of the year 
three customer deposit balance rather than the year five balance used by the Company. 

Projected Operating Income 

As noted previously, Staff concluded that the projections for year three of operations 
provide the preferred basis for setting rates because that is the year that the new facilities are 
expected to be operational for the entire year, and the Company has a stable, existing customer 
base. 

Proi ected Operating Revenues 

Staff recommends year three operating revenues of $965,293 as shown on Schedule 
CSB-WW3. Staffs recommended revenue recognizes Staffs adjustments to operating expenses 
and capital structure and provides an 8.98 percent rate of return on a Staff adjusted original cost 
rate base of $3,096,163 as shown on Schedule CSB-WW1. 

Projected Operating Expenses 

Staffs adjustments to reflect its projections for Operating Expenses in year three resulted 
in a net decrease of $34,843, from $722,224 to $687,381 as shown on Schedule CSB-WW3. 

Outside Services 

Staff reviewed the Outside Services expense for the year three and found it to be 
reasonable. Staff decreased Outside Services expense by $12,960 from $140,760 to $127,800 to 
reflect year three expenses rather than year five expenses. 

Income Tax Expense 

Staff increased Income Tax Expense by $70,965, from $13,355 to $84,320 to reflect 
application of the statutory federal and state income tax rates to Staff taxable income. 

Property Tax Expense 

Staff decreased Property Tax Expense by $3,903, from $56,210 to $52,307 to reflect year 
three expenses rather than year five expenses. 
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Depreciation Expense 

Staff reviewed the Depreciation Expense for year three and found it to be reasonable. 
Specifically, Staff reviewed the Company proposed depreciation rates and found them to be 
consistent, without exception, with those normally recommended by Stdf. Staff decreased 
Depreciation Expense by $2,640, from $154,576 to 151,936 to reflect year three expenses rather 
than year five expenses. 

Miscellaneous Expense - Bad Debt Expense 

The Company’s bad debt expense is combined with other expenses in the Miscellaneous 
Expense Account. The Company proposes $95,958 (or 10 percent of revenues) in year five for 
bad debt expense. Staff reduced the amount and percentage for two reasons. 

First, the Company is proposing to collect customer deposits. Arizona Administrative 
Code (“AAC”) R14-2-603 (B)(7)(a) allows utilities to require a deposit of up to two times the 
average residential class bill. Additionally, R14-2-603 (B)(5)(a) allows utilities to re-establish 
the deposit if the customer becomes delinquent in the payment of bills 3 or more times within 12 
consecutive months. Further, R14-2-609 (C)(l)(b) allows utilities to terminate the service of a 
customer for nonpayment of a delinquent bill. 

Secondly, the historical data regarding bad debt expense, in this case, is not indicative of 
the ongoing results because BHP did not follow up with notices or collections activity on 
delinquent accounts. Implementation of proper collection procedures should produce a reduction 
in uncollectible accounts. 

Rate Design 

Schedule CSB-WW4 presents a complete list of the Company’s proposed, and Staffs 
recommended rates and charges. The Company provided a cost of service study based upon 
estimated sewer flows. Staff adjusted @e., increased by 20 percent) the flow volumes for 
commercial customers and schools to reflect that these customer classes have wastewater from 
large kitchens and other sources that is generally more expensive to treat. Staff used the adjusted 
cost of service study as a guide to allocate revenues to the various customer classes. The 
Company’s proposed and Staffs recommended rate designs consist of a monthly customer 
charge and a volumetric charge. 

Monthlv Customer Charges 

The Company proposes a monthly customer charge (flat rate) of $42.00 for residential 
customers. The rate is based upon the amount of revenue allocated to the residential customer 
class divided by the number of residential customers. The Company proposes a $5.00 monthly 
customer charge for each mobile home park resident, $65.00 for each commercial customer, and 
no monthly customer charge for schools. 



Coronado Utilities, Inc. 
Docket No. SW-04305A-05-0086 
Page 5 

Staff proposes a $7.50 monthly customer charge for each customer class. The $7.50 is 
the Company’s estimate of management and billing costs per month per customer.* 

Volumetric Charge 

The Company proposes a $0.42 per 100 gallons of water usage volumetric charge for 
commercial customers and ~chools .~  Staff recommends $0.4901, $0.9205, and $0.2648 per 100 
gallons of water usage for the Mobile Home Park, Commercial, and Schools customer classes, 
respectively. Staffs recommended volumetric rate design (Plan .A) is contingent upon the 
Company obtaining a formal written agreement with Arizona Water Company to obtain monthly 
water usage data for Commercial customers, Mobile Home Park customers and Schools for as 
long as Coronado has a rate design based upon monthly water usage. If Coronado is unable to 
obtain the agreement, Staff recommends the Plan B - Alternative Rate Design that is based upon 
the capacity multipliers of various water meter sizes as shown on Schedule CSB-WW4. 

Effluent Sales 

The Company proposes to sell effluent at $0.15 per 1,000. Staff reviewed the rate and 
found it to be rea~onable.~ 

Service Charges 

Staff decreased the ReconnectiodDelinquent charge to reflect the typical charge 
currently recommended by Staff for similar utilities. The Company did not provide any cost 
justification to support its proposed charges. 

Staff Recommendations 

Staff recommends approval of the Staff proposed Plan A, or if necessary Plan B, rates 
and charges as shown in Schedule CSB-WW4. Staff further recommends that the 
implementation of Staffs Plan A rate design be contingent upon the Company obtaining a 
formal written agreement with AWC to obtain monthly water usage data for Commercial 
customers, Mobile Home Park customers and Schools for as long as Coronado has a rate design 
based upon monthly water usage. If the Company is unable to obtain the agreement, Staff 
recommends implementation of the Plan B rate design. 

Staff further recommends that the Commission make a fair value rate base finding of 
$3,096,163. 

I Staff further recommends that the Company be ordered to file for a rate application in its 

Per response to data request CSB 2-1 1. 
Coronado was unable to obtain monthly water usage data for residential customers from Arizona Water Company. 
The existing wastewater system does not sell effluent. 

constructed. The date the golf course will be built is uncertain. 
Effluent sales are expected once a golf come  is 
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fourth year of operations, using the third year as the test year. 
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Schedule CSB - WW1 

Revenues : 
Revenues 
Effluent Revenues 
Establishment Charges 

Total Operating Revenue 

Operating Expenses: 
Operation and Maintenance 
Depreciation 
Property & Other Taxes 
Income Tax 

Total Operating Expense 

Operating Income/(Loss) 

Rate Base O.C.L.D. 

Rate of Return - O.C.L.D. 

Operating Margin 

-- Proposed Rates -- 
Company I Staff 

as as 
Filed Adjusted 

$939,648 $965,293 
18,128 0 

8.14% 8.98% 

24.74% I 28.79% 

NOTE: Operating Margin represents the proportion of funds available to 
pay interest and other below the line or non-ratemaking expenses. 
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Schedule CSB -WW2 

Company Staff 
Proposed Staff Recommended 

Year 5 Adjustments Year 3 

Plant in Service $3,489,000 ($1 32,000) $3,357,000 

Less: 
Accum. Depreciation 535,404 ($307,83 1 ) 227,573 

I Net Plant $2,953,596 $175,831 , $3,129,427 I 
Less: 
Advances in Aid of Construction 0 $0 $0 
Advance Refunds 0 $0 0 

Net Advances $0 $0 $0 

Contributions Gross 
Less: 
Amortization of ClAC 

0 $0 0 

0 $0 0 

Net ClAC $0 $0 $0 

Less: 
Customer Deposits $36,288 . ($3,024) $33,264 

I Total Deductions $36,288 $0 $33,264 I 
Plus: 
Cash Working Capital $0 $0 $0 

1 Materials and Supplies Inventory 0 $0 0 

Prepayments 0 $0 0 
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Test Year Ended: Third Year of Operation 

Revenues: 
Residential 
Commercial 
Mobile Home Park 
Schools 
Effluent Sales 
Other Revenue 

Total Operating Revenue 

Operating Expenses: 
Salaries and Wages 
Sludge Removal Expense 
Purchased Power, Pumping Equip 
Sewage Treatment and Testing 
Repairs and Maintenance 
Office Supplies and Expense 
Outside Services 
Rents 
Transportation Expenses 
General Insurance 
Depreciation Expense 
Income Tax 
Property Tax 
Miscellaneous Expense 

Total Operating Expenses 

Schedule CSB - WW3 

Company Staff 
Proposed Staff Recommended 

Year 5 Adjustments Year 3 

$750,240 ($6,634) $743,606 
$57,600 $33,182 $90,782 

$122,208 ($5,893) $1 16,315 
$14,590 $9,600 $4,990 

18,128 ($1 8,128) 0 

$91,000 
0 

80,640 
0 

4,000 
0 

140,760 
0 
0 

5,000 
154,576 
13,355 
56,210 

$0 
$0 
$0 
$0 
$0 
$0 

($12,960) 
$0 
$0 
$0 

($2,640) 
$70,965 
($3,903) 

$91,000 
0 

80,640 
0 

4,000 
0 

127,800 
0 
0 

5,000 
151,936 
84,320 
52,307 

176,683 ($86,305) 90,378 

Other Income/(Expense): 
41 9 Interest and Dividend Income $6,867 ($1,107) $5,760 

427 Interest Expense 196,850 ($47,865) 148,985 
421 Non-Utility Income 0 $0 0 

4XX Reserve/Replacement Fund Deposit 0 $0 0 
426 Miscellaneous Non-Utility Expense 0 $0 0 
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. ,,. ^.  , . ._- _.. . .. 
. .  DESIGN. .' 

' . - ... _ _ _ _  ..~. . _ _  .... . - L.. ..~-., ._ ..*A&.. A... .._I .. . i .-- ...-L.. .- 

PLAN A 

Monthly Customer Charges 

Residential 
Commercial 

Mobile Home Park 
School 

Volumetric Rates 
Commercial - per 100 gallons of water usage 

Mobile Home Park - per 100 gallons of water usage 
School - per 100 gallons of water usage 

Effluent Sales 
Per 1,000 Gallons for General Irrigation 
Per Acre Foot (or 325,851 gallons) for General Irrigation 

PLAN B -ALTERNATIVE RATE DESIGN' 

Monthly Customer Charges - Based on Water Meter Size 
518" x 314" Meter 

314" Meter 
1" Meter 

1%" Meter 
2" Meter 
3" Meter 
4" Meter 
6" Meter 

Schedule C S B - W 4  
Page 1 of 2 

-Proposed Rates- 

Company Staff 

$42.00 
65.00 
5.00 

NIA 

$0.4200 
0.4200 
0.4200 

$0.15 
NIA 

-Proposed Rates- 

Company Staff 
NIA 
NIA 
NIA 
NIA 
NIA 
N/A 
NIA 
NIA 

' If Company cannot obtain a signed formal agreement with AWC for commercial monthly water usage. 



Coronado Utilities, Inc. 
Docket No. SW-04305A-05-0086 
Test Year Ended: Fifth Year of Operation 

Service Installation Charges 

Service Charges 
Establishment of Service (a) 
Re-establishment of Service 
ReconnectionlDelinquent 
Minimum Deposit 
Deposit Interest 
NSF Check Charge 
Late Payment Penalty (Per Month) 
Deferred Payment 
All revenue related taxes will be charged customers 

Main Extension and additional facilities agreements 

Schedule CSB-WW4 
Page 2 of 2 

-Proposed Rates- 
Comoanv Staff . .  

Cost (a) 

-Proposed Rates- 
Companv Staff . -  

$25.00 

50.00 

** 

*** 
* 

25.00 
1.50% 
1.50% 

Cost (a) 

(a) Cost to include parts, labor, overhead, and all applicable 
taxes, including income tax. 

* Per Commission Rules (R14-2-403.B) 
** Months off system times the minimum (R14-2-403.D) 

*** Two Times Monthly Bill 

Note No. 1 : Usage rate for trailer park customers during April through September will be 
based on previous winter use averages (October through March). Winter rates 
will be based on monthly actual water usage (October through March). 

Note No. 2: If a new customer is added during any of the summer months, its usage rate 
calculation will be based on the "park average" - defined as the average 
monthly usage during the winter months at that specific trailer park. 

Note No. 3: For any customer being billed volumetrically, water meters that can be shown 
to be "irrigation only" will be excluded from the tariff calculations. 



Utilities Division LEGAL DIV. 
CORPORATION COMMISSION 

DATE: June 21,2005 

RE: ADDENDUM TO STAFF REPORT FOR CORONADO UTILITIES, 
INC. FOR A CERTIFICATE OF CONVENIENCE AND NECESSITY 
TO PROVIDE WASTEWATER SERVICE IN P I N K  COUNTY, 
ARIZONA (DOCKET NO. SW-O4305A-05-0086)&d m-0+34@- 05 

On February 10,2005, Coronado Utilities, Inc. (“Coronado7’ or “Company”), filed 
an Application with the Arizona Corporation Commission (“Commission”) for a 
Certificate of Convenience and Necessity (“CC&N) to provide wastewater service to the 
community of San Manuel located in Pinal County, Arizona. On May 27, 2005, Staff 
filed its Staff Report pertaining to this filing. 

Staffs recommended revenue of $965,293 remains unchanged. Staff has revised 
its recommended rates and charges to reflect projected effluent and establishment fee 
revenue. Staffs initial rates were based on actual sales for the existing customers in 
2004. Staff did not include effluent revenue because there were no effluent sales in 2004 
and Staff was under the impression that the golf course had not been constructed. 
However, based upon the Company’s response Concerning the effluent sales, Staff has 
revised its rates to include Coronado’s projected effluent sales in Year 3 and $900 in 
establishment fees that were estimated for 2004. 

The “Projected Operating Revenue” section of the original Staff Report should be 
revised to include discussions concerning the Effluent Sales and Establishment Fee 
Revenue attached to this memorandum. Additionally, Schedule CSB-WW3 of the 
original report should be replaced with Schedule CSB-WW3 attached to this 
memorandum. Further, the “Monthly Customer Charge” and “Volumetric Charge” 
sections and Schedule CSB-WW4, page 1 of 2 filed with the original Staff Report should 
be replaced with the revised sections and Schedule CSB-WW4, page 1 of 2 attached to 
this memorandum. 

EGJ:CSB 

Originator: Crystal S. Brown 

Attachment: Original and sixteen copies 



NOTICE OF ERRATA 

INSERT THE FOLLOWING IN THE PROJECTED OPERATING REVENUE 
SECTION ON PAGE 3 OF THE BROWN MEMORANDUM ATTACHED TO 
THE ORIGINAL STAFF REPORT: 

Effluent Sales Revenue 
Staff reviewed the year three Effluent Sales Revenue and found it to be 

reasonable. Staff decreased Effluent Sales Revenue by $1,390 fiom $18,128 to $16,738 
to reflect year three revenue rather than year five revenue. 

Establishment Fee Revenue 
Staff decreased Establishment Fee Revenue by $900 from $1,800 to $900. Staff 

determined from a discussion with a Company representative that 2004 establishment fee 
revenue was approximately half of the $1,800 expected in year 5. This is based on three 
existing homes per month being sold and changing ownership. Staff used the annual 
$900 as its Year 3 estimate of establishment fee revenue as Staff anticipates the change in 
customer base to be relatively stable. 

INSERT THE FOLLOWING IN THE RATE DESIGN SECTION ON PAGES 4 
AND 5 OF THE BROWN MEMORANDUM ATTACHED TO THE ORIGINAL 
STAFF REPORT: 

Monthlv Customer Charges 
The Company proposes a monthly customer charge (flat rate) of $42.00 for 

residential customers. The rate is based upon the amount of revenue allocated to the 
residential customer class divided by the number of annual residential customer billings. 
The Company proposes a $5.00 monthly customer charge for each mobile home park 
resident, $65.00 for each commercial customer, and no monthly customer charge for 
schools. 

Staff recommends a $48.63 residential monthly customer charge. The customer 
charge is based upon the Staff adjusted revenue allocated to the residential ciaSS divided 
by the number of annual residential customer bills. Staff proposes a $7.50 monthly 
customer charge for all other customer classes. The $7.50 is the Company’s estimate of 
management and billing costs per month per customer.’ 

Volumetric Charge 
The Company proposes a $0.42 per 100 gallons of water usage volumetric charge 

for commercial customers, mobile home parks, and schools.2 Staff recommends $1.1548, 
$0.4725, and $0.3122 per 100 gallons of water usage for the commercial, mobile home 
park and schools customer classes, respectively. Staffs recommended volumetric rate 
design (Plan A) is contingent upon the Company obtaining a formal written agreement 

Per response to data request CSB 2-1 1. 
Coronado was unable to obtain monthly water usage data for residential customers from Arizona Water 

1 

Company. 



with Arizona Water Company to obtain monthly water usage data for commercial 
customers, mobile home park customers and schools for as long as Coronado has a rate 
design based upon monthly water usage. If Coronado is unable to obtain the agreement, 
Staff recommends the Plan B - Alternative Rate Design that is based upon the capacity 
multipliers of various water meter sizes as shown on Schedule CSB-WW4. 



Coronado Utilities, Inc. 
Docket No. SW-04305A-05-0086 
Test Year Ended: Third Year of Operation 

Revenue 
Residential 
Commercial 
Mobile Home Park 
Schools 
Effluent Sales 
Other Revenue 

Total Operating Revenue 

Operating Expenses: 
Salaries and Wages 
Sludge Removal Expense 
Purchased Power, Pumping Equip 
Sewage Treatment and Testing 
Repairs and Maintenance 
Office Supplies and Expense 
Outside Services 
Rents 
Transportation Expenses 
General insurance 
Depreciation Expense 
income Tax 
Property Tax 
Miscellaneous Expense 

Total Operating Expenses 

Company Staff 
Proposed Staff Recommended 

Year 5 Adjustments Year 3 

$750,240 ($20,222) $730,018 
$57,600 $31,524 $89,124 

$122,208 ($8,018) $114,190 
$9,600 $4,723 $14,323 
18,128 ($1,390) 16,738 

1,800 ($900) 900 

$959,576 $5,717 

$91,000 
0 

80,640 
0 

4,000 
0 

140,760 
0 
0 

5,000 
154,576 
13,355 
56,210 

$0 
$0 
$0 
$0 
$0 
$0 

($1 2,960) 
$0 
$0 
$0 

($2,640) 
$70,965 
($3,903) 

$91,000 
0 

80,640 
0 

4,000 
0 

127,800 
0 
0 

5,000 
151,936 
84,320 
52,307 

176,683 ($86,305) 90,378 

$722,224 ($34,843) 

IOPERATING INCOMEIILOSSI $237.352 $40.560 ‘ $277.912 I 

Other Income/(Expense): 
41 9 Interest and Dividend Income $6,867 ($1,107) $5,760 

427 Interest Expense 196,850 ($47,865) 148,985 
421 Non-Utility Income 0 $0 0 

4XX ReservelReplacement Fund Deposit 0 $0 0 
426 Miscellaneous Non-Utility Expense 0 $0 0 

Schedule CSB - WW3 
Revised June 21,2005 



Coronado Utilities, Inc. 
Docket No. SW-04305A-05-0086 
Test Year Ended: Fifth Year of Operation 

~. RATE DESIGN 

PLAN A 

Monthly Customer Charges 

Residential 
Commercial 

Mobile Home Park 
School 

Volumetric Rates 
Commercial - per 100 gallons of water usage 

Mobile Home Park - per 100 gallons of water usage 
School - per 100 gallons of water usage 

Effluent Sales 
Per 1,000 Gallons for General Irrigation 
Per Acre Foot (or 325,851 gallons) for General Irrigation 

PLAN B -ALTERNATIVE RATE DESIGN' 
Monthly Customer Charges - Based on Water Meter Size 

5/8" x 314" Meter 
3/4" Meter 

1" Meter 
1%" Meter 

2" Meter 
3" Meter 
4" Meter 
6" Meter 

Schedule CSB-WV 
Page I oi 

Revised June 21,20( 

-Proposed Rates- 

ComDanv St; 

$42.00 
65.00 

5.00 
NIA 

$0.4200 , 
0.4200 , 
0.4200 

$0.15 
NIA 

-Proposed Rates- 

NIA 
N/A 
NIA 
NIA 
N/A 
NIA 
N/A 
N /A 

Company Sti 

' If Company cannot obtain a signed formal agreement with AWC for monthly water usage. 
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Coronado Utilities 
Docket Nos. SW-04305A-05-0086 & SW-04305A-05-0087 
CC&N and Financing REVISED 6/28/2005 

Schedule DRR-1 

FIN AN C IAL ANALYSIS 

Company Income Statement and Capital Structure at the End of Year One 

Company 
Amlication 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

Operating income 
Depreciation & Amort. 
Income Tax Expense 

Interest Expense 
Repayment of Principal 

TIER' 
[ 1 +3] + [5] 

[1+2+3] [5+6] 
DSC 

Short-term Debt 

Long-term Debt 

Common Equity 

Total Capital 

$ 344,249 
0 

103,601 

221,447 
76,877 

2.02 

1.50 

$221,447 6.14% 

$2,918,176 80.91% 

$467,028 12.95% 

$3,606,651 100.00% 

'EBIT Interest coverage (earnings before interest and taxes) 
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